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TO THE CONGRESS OF THE UNITED STATES:

In accordance with the requirements of Section 112.0 (a) 
of the Trade Agreements Act of 1979, I have had a review con 
ducted of Executive Branch export pror-otion functions and 
of potential prograrcaatic and regulatory disincentives to 
exports. I ara submitting today ray report on these natters 
along with the full text of the comprehensive review, which 
was prepared by the Secretary of Commerce and the U.S. Trade 
Representative. Their detailed review, while not a statement 
of Administration policy* reflects an extensive canvass of 
the views of our exporting community which should assist the 
Congress and the Executive Branch in the development of policies 
in this area. My report expresses this Administration's policies.

The expansion of U.S. exports has been, and continues 
to be, a high priority ob3ective of my Administration. Global 
events have aadc international trade substantially more impor 
tant to the United States than in earlier years, and a strong 
export position has become ft matter of great significance 
to the economic strength and welfare of our Nation, to the 
strength of the dollar, and to employment. Exports now account 
for one in every eight jobs in America's factories, and one 
in every four on America's farxs. I an pleased to be able 
to report that our recent export performance has been strong. 
The val-je of America's merchandise exports has grown 50 percent 
in the last two years. In the same period, the volurws of 
U.S. merchandise exports has grown at an annual rate of 10 
percent, compared to a 6 percent annual growth rate for world 
trade.

Largely because of this export growth, ve achieved a 
virtual balance in our current account in 1979, despite huge 
increases in the price of oil imports. Xt is vitally important



that our international accounts be kept in balance. That 
goal cannot be reached without strong export, growth. Over 
the longer run, the United States lias suffered a declining 
share of world trade and a rate of export growth that has 
not kept up with imports. Business, agriculture, labor and 
government must work together tc ensure that this historic/-! 
trend is reversed.

The successful conclusion of the Multilateral Trade 
Negotiations   the Trade Agreements Act was ratified by 
Congress in 1979   aa*cs this effort ail the more important. 
The MTN agreements pose challenges to some producers in the 
fora of tougher import competition. But they also present 
dramatic new opportunities for U.S. exports throug.i the reduc 
tion of foreign trade barriers. The average tariff rate for 
most developed countries will fall by about 30 percent over 
the coming seven years, and ruughly $21 billion in foreign 
government purchasing will now be opened to international 
competition. Other countries arc moving aggressively to take 
advantage of these new trade opportunities. We must do the 
same.

However, strong export growth depends on the competitiveness 
of the American econony. we need more innovation, faster 
growth in productivity, and greater *nvcstment *n more efficient 
plant and equipment. And we must reduce the rate of inflation 
lest we price ourselves out of competition with foreign pro 
ducers. Only when inflation is under control will our economy 
be on a sound footing to undertake greater investment. U.S. 
producers and labor must retain the ability to offer the world 
high quality goods and services at attractive prices.

Government policies also affect our export position. 
Improving incentives and reducing ar el.runating unintentional 
disincentives to exports is a continuing and complex process, 
fcr policies to encourage exports sometimes conflict with



other national goals   such AS budgetary soundness, national 
security, nuclear nor-prollferation, health and safety, human

*

rights, discouraging aggression and raa4.ntair.ing respect for 
diplomatic Immunity. Our task Is to reduce negative effects 
on exports without weakening other national objectives.

In response to this challenge, ny Administration announced 
a National Export Policy in September 1973. We assicr.*3 exports 
a higher priority within the Executive Branch, we called on 
business and labor to devote nore effort to exporting, and 
we initiated a set of measures confirming our commitment to 
export grcwth.

In 1979, in order to strengthen and centralize the govern 
ment's ability to address the export needs of the Nation, 
ny Administration proposed and Congress agreed to a reorganiza 
tion of trade functions in the Executive Branch. The authority 
of the United States Trade Representative was expanded to 
cover export policy and other trade-related policies for which 
responsibility had previously been scattered among various 
agencies. Responsibility for the operational aspects of 
international trade, for the day-to-day Implementation of 
the MTll, and for other trade policy decisions regarding non- 
agricultural products was concentrated in the Commerce Department

This reorganization   in effect only since January 
1980   has already begun to produce solid results. We are 
beginning to pursue vigorously our rights and opportunities 
under the HTN. We have also begun to act more quickly and 
decisively on matters of export policy, as shown by the 
Administration's timely interaction with the Congress on the 
Export Trading Company proposal and on legislation to preserve 
the confidentiality of Shipper's Export Declarations. Within 
the interagency mechanisms of government decision-making, 
we are providing a stronger voice in support of actions to 
promote our export growth.



In charging the Secretary of Corraercc ar.2 the U.S. Trade 
Representative to roviev, export proraot.on and export disincentives, 
I asked then to consult with other agencies and with business 
and labor. I also asked the President's Export Council for 
its views.

The review, now completed, shows significant progress 
in combining our promotion programs with the implementation 
of the MTN agreements. For example, *hc Corsserce Department 
has initiated programs to oublicize the opportunities atersi.r.g 
from thcMTN and to help U.S. companies take advantage of 
those opportunities. Promotion initiatives are being targeted 
to the U.S. industries with the greatest potential to expand 
their exports. The Agriculture Department's Foreign Agricultural 
Service is working to ensure that the agricultural sector 
benefits fully from concessions received in th« MTN. The 
Office of the U.S. Trade Representative has set up a trade 
policy coordination mechanism to guard our rights under the 
MTN codes.

In the area of potential programmatic and regulatory 
disincentives, however, there is no question that certain 
government policies and programs arc perceived as having a 
detrimental effect on the ability and willingness of U.S. 
companies to export. Our national interest requires that 
such policies and prograni be reviewed.

In February 1980 I released an intcrm progress report 
on the reduction of export disincentives. That report announced 
certain procedural reforms to reduce further the burden of 
government requirements and stated that I would convey addi 
tional views en export promotion and disincentives to the 
Congress. On the basis of the review just completed, I have 
concluded thai farther actions are necessary to ensure a better 
balance between our trade policy and other national objectives.



SMALL BUSINESS

The participation of snail businesses in exporting must 
be increased. One hundred companies account for approximately 
50 percent of our manufactured exports, and only 10 percent 
of the nearly 300 thousand U.S. manufacturing firms are 
exporters. Thousands core produce goods that could be exported 
but are not. All of the export promotion resources of the 
Small Business Administration and nost of those of the Commerce 
Department are aimed at encouraging snail and medium-sized 
companies to market their products abroad. But we BU«* io 
more to encourage these companies to export.

For this reason, ay Adninistration has worked with Congress 
to develop the Export Trading Company proposal, which would 
greatly increase the attractiveness of export marketing for 
thousands of snail and medium-sized fina&. Export trading 
companies buying and selling on their own account and offering 
one-stop service to exporters could materially increase our 
exports. The key features of this proposal are: (1) to provide 
U.S. firms limited anti-trust immunity in competing abroad, 
immunity that would not adversely affect competition within 
the United States; and (2) to permit U.S, banks to invest 
in export trading company ventures, as foreign banks are allowed 
to do, bringing the vast international experience and financial 
resources of our banking industry more fully to bear on developing 
r.S. exports,

I believe this proposal is essential to the increased 
participation of snail and medium-sized firms in export markets. 
and it has the full support of ay Administration. I call 
on the Congress for speedy consideration and passage of this 
ir.porta.it legislation.

EXPORT

Exinbank financing is the most important official incentive 
for Q.S. exports, and =y Administration has consistently supported 
an effective and adequately funded Exixbank* I asked Congress



to increase £xiiai>ank lending authority to SS.l billion for 
FY 1980. 7ni& increase is aade essential by present econonic 
and competitive conditions and was approved by both the House 
and the Senate on August 13. However, while at.ait.ing Con 
gressional action on its authorization, Ex.sbanK exhausted 
nearly all of its direct lending authority for this fiscal 
year, and nany worthwhile requests for export support have 
had to be deferred. Congress and the Administration r>ust 
worK togcthe^o alleviate this kind of budgetary probles 
and to ensure adequate and reliable Exi.r.bank financing in 
the future.

In addition to providing tirsely and adequate funds for 
Cxii&ank, sy Administration seeks to reduce the financial 
subsidies given by our competitor nations and to nove to a 
store narket-reiated systera of export credit interest rates. 
I pursued this natter vigorously at the Venice Econco.c Sumit, 
and the six other 333or industrial nations agreed that a new 
international credit arrangement should be negotiated by 
December 1, 1930. Such an agreement would substantially lessen 
the difficulties now faced by aany American exporters trying 
to cope with heavily subsidised foreign credits.

But we cust also seek to avoid a recurrence of this year's 
shortfall. Accordingly, I will be working with Congressional 
leaders and nersbers o£ »y Administration this fall to doterrur.c 
hov best to ensure adequate and reliable Exirabank financing 
in the years ahead, taking into account progress .r* international 
negotiations.

TAXATION OF AMERICANS ABROAD

The Internal Revenue Code (sections Sll and 9131 provides 
special deductions for extraordinary living expenses incurred 
abroad, a deduction for hardship conditions, and an alternative 
520,000 exclusion of foreign earnings for individuals living in 
ca=ps in remote hardship areas. These provisions were enacted 
in Xoveaber 1978, in the Foreign Earned Inccswj Act of 1978.



Many U.S. companies have pointed out that the United 
States is the only major nation that taxes the earnings of 
its citizens abroad and have criticized the current rules 
as insufficiently generous, excessively complicated, and 
discouraging to exports.

The Secretary of Conraercc and the U.S. Trade Representa 
tive have undertaken a review of this natter. They report 
an increasing tendency to replace Americans overseas with 
foreign nationals, since, in nany ca.tes, our tax lavs raak* 
it more expensive for Ancrican firrts to employ Americans than 
foreigners.  

Most of our competitor nations exempt from tax all or 
many of their nationals who reside and work abroad. The tax 
liability of American citizens employed abroad aakes it more 
costly to hire Americans wherever the local income tax is 
lower than the U.S. tax. Various segments of the exporting 
community argue that these additional costs have some or all 
cf the following consequences:

1. U.S. companies are replacing many of their American 
personnel with foreign personnel.
2. When American companies engaged in engineering or 
construction work abroad hire Americans in spite of the 
greater cost  - because the companies are aore confident 
of the skills and reliability of American smployecs   
the companies risk losing contracts for overseas projects 
as a result of the higher cost of employees, and U.S. 
exports are lost.
3. When companies hire the nationals of other countries 
instead cf Americans, they c&y gain the contracts, but 
»uch of the valuable follow-up exports of supplies and 
equipment arc lost because foreign nationals favor foreign 
suppliers who are core familiar to them.
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4. Foreign operations by American companies tend to 
create exports froa the United States and alio to 
generate substantial earnings that benefit the U.S. 
balance of payments. Sone companies feel they can 
conduct such operations nore successfully if they arc 
free to use Anerican rather than foreign employees.
5. American companies operating abroad sonetiacs pick 
up or develop valuable technology in the course of their 
foreign operations. This technology is less likely to 
be lost with American employees Uian with foreign em 
ployees, who are acre apt to move to foreign-owned 
conpanies when they change employment.
6. The present detriment to competitiveness has a snow 
balling effect on future competitiveness as foreign 
companies gain strength at our expense.
7. The special deductions allowed for foreign living 
costs and hardship conditions under present law are 
insufficiently generous ar.d too complicated. 
The cornerstone of U.S. tax policy ha? always been that 

all citizens nust share in the obligation to finance their 
government. This policy must not be set aside lightly. In 
addition, it is difficult to quantify the effect of U.S. tax 
policy or. exports in the aggregate. Not all Americans working 
abroad have an effect on exports. Many pay high foreign taxes, 
and therefore pay *ittlc or r.o U.S. tax after the foreign 
tax credit. And of course other factors, such as increased 
foreign competition, affect the success of U.S. exports as 
well. Taxation of U.S. employees working abroad is not solely 
responsible for the difficulties exporters are encountering.



The U.S. tax is nost likely to b* significant where 
employees are in a position to influence exports, where the 
foreign tax is low (so the foreign tax credit, docs not elimi 
nate the U.S. tax liability). where compensation is necessarily 
high to offset hardship conditions (so the tax bracket is 
also high), or where the industry in question is labor intensive 
(so the tax cost of U.S. personnel is a significant component 
of total costs). Various combinations of t!.esc and other 
factors can give the U.S. tax greater inpact than it night 
otherwise have.

Clearly, those who single out the tax factor as a serious 
export disincentive arc convinced that further tax relief 
for Americans overseas is desirable and irportant. It is 
also clear that the consequences of recent changes in the 
tax laws affecting overseas Americans are likely to vary 
with the taxpayer's situation. Ancricans subject to a high 
foreign tax can be expected to profit little fron changes 
in sections 911 and 913. because their foreign income tax 
presently offsets raost or all of their U.S. tax liability.

It is ctir'ficult to measure the aggregate effects of 
taxation with any precision. The attempts undertaken to date 
have been inconclusive. Political factors, such as the removal 
of the U.S. presence froa Iran, and other economic factors 
such as marketing technology an\. quality control, complicate 
the picture. We do not yet have data on how the new tax 
provisions are operating. (Data will be available in the 
Spring of 1981.)

Although we do not have answers to all the relevant questions, 
the evidence gathered in preparing this teport does illustrate 
the importance that the export cocsur.ity attaches to this 
tax issue. U.S. taxes on the earned income of U.S. individuals 
abroad do clearly have an adverse effect on the ability of 
sone U.S. exporters to coapctc in some markets. Accordingly. 
I will propose to the Congress, in ray 1981 legislative progran, 
revisions of the current law in order to deal with this problem.
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FOREIGN CORRUPT PRACTICES ACT

The Foreign Corrupt Practices Act (FCPA) was passed 
unanimously by the Congress in the wake cf disclosure of 
widespread illicit payments by many American companies. The 
Administration and the Congress have taken the unequivocal 
position that corruption in international business transactions 
is morally repugnant and economically unnecessary. I remain 
deeply comitted to the principles of the Act and an stead 
fastly opposed to weakening the intent of the Act. Eliminating 
illicit payments in international business should be & natter 
of concern to all nations. My Administration has been 
pressing   unsuccessfully to date -- for a multilateral 
agreement in the United Nations.

At the Venice Economic Surmit meeting in June 1980 I 
urged that these seven industrial democracies renew efforts 
to fcork in the United Nations toward an agreement to prohibit 
illicit payments by their citizens to foreign government 
officials: and, if that effort falters, to seek an agreement 
among thcnselves. open to other nations, with the sane ob 
jective. While we did not sot a tine by which an agreement 
should be reached in the United Nations, I believe that one 
further year of negotiation should be sufficient. Accordingly, 
if an agreement has not been obtained in the United Nations 
General Assembly, ! intend to ask the other heads of government 
at the 1981 Economic Summit to direct the prospt negotiation 
of such an agreement among our seven nations, but open to 
others.

Some in the business comunity have expressed their un 
certainty about what conduct is prohibited and what conduct 
is not prohibited by the FCPA. Because of this uncertainty, 
some businessmen say that they are acting v.ith a degree of 
caution that is resulting in the needless loss cf exports. 
In an effort to deal with the problem of uncertainty, I an 
nounced in February 1980 the Justice Department would beyin 
providing guidance under the Act to inquiring companies on
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proposed international transactions. This guidance is now 
available through the FCPA Review Procedure, and I urge 
business to use that procedure.

I also announced in February that the effectiveness of 
this procedure would be examined by the Attorney General and 
th* Secretary of Commerce after one year of operating ex 
perience. I believe that, until the review is completed, 
it is premature to judge the effectiveness of the Review 
Procedu- v. I an transmitting the review conducted by the 
Secretary of Corr,nerce and the U.S. Trade Representative for 
the infomation of the Congres ind not as a final judgrcnt 
on the effectiveness of the Re .ew procedure.

I have directed that the Attorney General and the 
Secretary of Cor.-jfice report to ce by March 1, 1931, not only 
their assessment of the first year of operation of the FCPA 
Review Procedure, but also their recornendations of whatever 
actions nay then be necessary to rer-ovc any ambiguities in 
the Act. Uncertainties should not be allowed to hamper exports, 
but in no event will I propose nor will I support any amendments 
which would weaken the Act's proscription of bribery or 
which would result in loopholes for bribery of foreign 
government officials.

EXPORT CONTROLS

Another key concern of exporters has to do with the 
use of export controls when the goods being controlled are 
available fron other supplier nations. I addressed this 
concern in ray February 27 statement on export disincentives. 
In considering new export controls to achieve foreign policy 
objectives and in reassessing current sanctions   except 
in the field of ams exports   ny Administration would be 
highly selective in the use of controls where the affected 
country has access to alternative supply. I reaffira that 
position today.
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In addition, my Administration continues to confront 
the problem of the administrative costs and delays associated 
with export control licensing. Based on the present review, 
I have decided on a change in the licensing requirements for 
our national security export controls that will lessen the 
burden on business without weakening the effectiveness of 
our controls or our ability to protect vital national security 
interests. The change is that we will stop issuing a separate 
U.S. reexport license in cases where we have already approved 
reexport of the sarce product as part of the COCOM process 
(the multilateral review procedure which oversees exports 
of strategic corraditics to certain corvaunist countries). 
In such cases, the separate U.S. licensing procedure is 
redundant.

We will continue to examine tho export caitiol systen 
to seek additional ways of streamlining the process while 
assuring that national security needs are net.

FUTURE ACTION

The 3ust completed review of export promotion and potential 
disincentives to exports is the raost comprehensive study of 
its kind ever undertaken by the U.S. government. It contains 
a considerable amount of information that mist be weighed 
and examined, and will serve as a solid basis for future 
actions by the Federal government. I look forward to close 
cooperation with the Congress in this important process.

Jinnti 

THE WHITE HOUSE, September 9, 1980
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LETTER OF TRA.NSMITTAL

Mr. President:

We herewith subnil the review of Executive Br.inch 
prceotlon progr-ias and pottnii.nl progrianati( .ind regulatory 
disincentives to exports which >ou instructed us to undertake 
pursuant, to it-c requlreotms of f«»Uon lUO(.i) of the Trade 
Agreements Act c( 1979. All i»»n. »< . en (lie Tr.iJe Policy 
have brcn involve*! in tMs nvi»w. .»!, f < r >*-ur invtrot tions, vf 
have cfnstilted with the prUate s,<u>r ^>n tt« ,«> iv.m*<. the vUus 
of the President's Export Council »«to .iUo   vnt-ht» and are 
included.

ILLp-to
M. Klutzntf) 
iry of CoepwfiA'P

July 19&0
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CHAPTER I. ItfTROOOCTIOH AKP KAJOR FINDINGS 

ORIGIN Or THE REVIW

In recent years. Congests and the Adainistratior have devoted increased 
attention to the need for the United States to Improve Its export 
performance. The Adninlstration's concern has been expressed In the 
President's announcement of a National Export *olicy in September 1978 and 
manifested in the reoig»n nation of trade functions within the Executive 
Branch. The reorganization placed coordination of trade a.id export policy 
functions in the Office of tr* United States Trade Representative and 
operational responsibility for the non-agricultural aspects of these functions 
in the Department of Coonercc. Congressional concern has been expressed by 
the introduction and passage of trade-related legislation including the 
Agricultural Trade Act of 1975; the Export Administration Act of 1979, which 
seeks to maintain effective controls on exports while minimizing any 
unnecessary effect on exports, and the Trade Agreeements Act of 1979, which 
reflects the successful conclusion of the Multilateral Trade Negotiations 
(MM).

In passing the Trade Agreements Act of 1979, Congress felt that new or 
additional mean* of improving U.S. export performance may be required to 
participate fully in the export opportunities created by the HTN. Therefore, 
Congress Mandated in Section HlOtat of the Trade Agreements Act that th« 
Executive Branch provide a review of these factors, stating:

The President shall reviev all export promotion functions of the Executive 
Branch and potential prograxuatic and regulate:y disincentives to exports, 
and shall sutnit to the Congress a report of that review not later than 
July ISi 1960. The report should sake particular reference to those 
activities which enhance the role of small and aedium-sized businesses In 
export trade.

COVERAGE AND PREPARATION OP THE REVIEW

This review provides a detailed description of the nature and operation of 
Executive Branch export promotion proyraAs and potential programmatic and 
regulatory disincentives to exports requested by Congress. It follows an 
interim report produced by an interagency task forc« in February 1990 which 
covered five areas of export disincentives* Foreign Corrupt Practices Act! 
antUvycott regulations] foreign policy export controls! nuclear export 
controls} and ar*s export controls. In releasing the Interim report the 
President noted the study was not complete, and stated that additional action 
would be considered and other export cestiaints would be examined In his full 
report to the Congress In July.
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The review was prepared by the International Trade Administration of the 
Department of Conaerce, in coordination with the Office of the United States 
Trade Representative. Extensive input is included from agencies vhlch are 
•embers of the Trade Policy Coewittee, as well as other appropriate parts of 
the government.* However, this review is not intended to reflect each 
agency's position on these issues or to represent Administration policy.

This review covers governmental factors affecting exports. The effect of 
economic factor* that can affect exports, factors such as productivity, 
investment in capttai equipment, and research and developnent is discussed in 
a Separate report to the Conqrcw mandated by Section 1110(6) of the Trade 
Agreements Act. Together these tvo reports should provide the basis for 
analyses and evaluation within both Congress and the Administrate* of the 
steps which can be taKen to enhance the export position of the United States.

Export Promotion

Many U.S. companies are not exporting up to their potential. The problem it 
not limited to the fact that most Aaerican coapanies do not export. The 
overseas sales of many existing exporter* are Incited by Insufficient 
knowledge of marketing techniques and ot foreign market*. The, inertia created 
by access to the huge U.S. market and the psychological barriers of foreign 
languages, law*, and bosines* cu stoats also limit the export efforts of many 
coapAnies. Government promotion programs see* to overcome these problems by 
providing incentives to stisuiate added export effort and by providing direct 
marketing and informational assistance. This rex icw of export promotion 
programs covers:

o Oepar tm*nt _ ot_ Coaagt or programs to provide information and direct 
marketing assistance to U.S. exporters;

o Pt-parwnt Qf^Agrtcjjt'jre programs to proaote agricultural exports;

o Sat*.**. Business Progiaaa operated r>y the SaaU Business Administration 
and the Department of Ccraaerce to prooote expcits by small businesses 
and minority owned firms;

The Trade Policy Cowmte* (TVO is chaired by the U.S. Trade 
Representative and includes aec&ets irco the Cepartxents of State, Ccawerce, 
Agriculture, Labor, Defense. Treasury, Inter tot. Transportation, Justice, *nd 
Energy, and troa the office of Management and Budget* the National Security 
Council, the Council oi Economic Advisors, and the International Development 
Cooperation Agency. Otner agencies also were consulted in the preparation o! 
thu review including, Eximbank, the Environmental Protection, Agency* Council 
on Dtvlrcnmentai Quality, the Nuclear Regulatory Coca itston, the Consumer 
Product Safety Cctaission, and the $ecartti*>s and Exchange Coenisslon.
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o Other Prompt ion^Programs, Including programs operated by other 
agencies, programs targeted! to service Industries, and programs 
designed to emphasize potential, future export opportunities, wca as 
those afforded by KTN implementation] and

o Financial and Tax Incentives tot Exports, Including the program* of 
the Export- Import Bank, Overseas Private investment Corporation 
(OPICJ , Commodity Credit Corporation (CCC) , and International 
Development Cooperation Agency (IDCA) as well as DISC tax Incentives.

Potential Programattc __and Regulatory Disincentive* to Exports

Export disincentives can be defined as U.S. Government lavs, regulations. 
programs, controls, policies, and Institutions that may have a significant 
negative effect on exports. Disincentives may prohibit exports, raise the 
cost of producing goods for export, increase the uncertainty or cost of 
exporting, or lengthen the tl»e and increase the rick in completing export 
transactions. All of these impediments can provide a relative advantage to 
foreign exporters in competing against U.S. exporters in world markets. A 
broad range of programs and regulatory activities was selected for review as 
potential disincentives to exports. They fall into five major categories:

o Export and Reexport Controls, including national security export 
controls^ foreign policy export controls* aras export controls} 
nuclear export controls: short supply export controls: and 
restrictions on exports of hazardous substances.

o Taxation ojf ForelgnJEarned Income

o Code of Conduct Regulations, Including the Foreign Corrupt Practices 
Act i antlboycott statutes] and antitrust laws.

o Envirofuifntal and Satftv Pfograis^and Regulations, including federal 
air and vater pollution abatement programs? the Toxic Substances 
Control Act) th« Consumer Product Safety Act] and the Occupational 
Safety and Health Act.

o Ot>er Potential Export Disincentives, Including cargo pr
requirements: ocean freight rate differentials! and extraterritorial 
environmental reviews.

The. selection was based largely on a preliminary examination of potential 
export disincentives which vas conducted by an inter agency task force 
Initiated In late 197$. As noted above, the Interim report of that group in 
February covered only fiv« areas of disincentives, although they identified a 
larger number of potential disincentives for study. That Initial selection 
was supplemented by the views of the President's Export Council (PBCj, 
exporters, and relevant government agencies In an effort to make the 
examination as comprehensive as practical.
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CONDUCT Of THE REVIEW

In directing this review, the President as<ed the Secretary oC Commerce and 
the United States Trade Representative to consult with business and labor on 
export promotion programs and on potential disincentives to exports. Ke also 
asked the PBC to provide its views on the best means of achieving a better 
balance between export objectives and other national objectives.

Thus, while the review draws extensively on information from the government 
agencies operating the programs and implementing the regulations covered, it 
also includes extensive input from the private sector. A concerted effort was 
Mde to obtain a bcoad range of private sector views; (1} a notice was 
published In the rederal^Jtegis^er soliciting consents. 12} the MTN private 
stctor advisory comittees were asked for their contentsj and (3> a series of 
In-depth conferences with business, agriculture, and labor representatives was 
held on »ajor areas of interest. Additionally, th» ?EC provided its views, 
which are attached as Appendix A. This information was supplemented by 
Information fro* U.S. embassies overseas regarding U.S. promotion programs and 
potential disincentives to U.S. exports. The Department of Commerce District 
Offices around the United States also provided information.

U.S._Foreign Service Posts. Information was received from 51 posts. In 
countries accounting for CO percent of U.S. exports. Export promotion 
comments included information on program* and policies other countries provide 
for their exporters as well as views on U.S. promotion programs. In 
commenting on potential disincentives over half of the posts noted the effects 
of U.S. taxation of foreign earned incomes, and over one-third cited business 
problems with the Foreign Corrupt Practices Act. A suaaasy of these responses 
Is contained In Appendix C.

Federal Register NoMce. Tht notice was broadly publicized aid responses were 
received from 249 individual exporters, business groups, trade associations, 
labor organizations, state economic groups and export councils, universities, 
and private Individuals. The respondents represented a wide range of economic 
activities and products, from farming to banking, and from how appliances to 
aircraft. Small, medium and large sized firms were represented. A sunaary of 
the views expressed Is contained In Appendix D.

Conferences. six informal in-dep.* conferences with private sector 
representatives were held, covering; export controls) export financej 
taxation; export promotion! code of conduct (Foreign Coitwpt Practices Act and 
ant(boycott regulations^, and a range of disincentive and promotion issues of 
concern to labor representatives. A sunaary of these informal conferences is 
contained In Appendix D.
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MAJOR MNDIHCS

Expof t __P_roaot ion

1. Tfte need for an adequate and stiiable level of export financing was the 
aost frequently oentioned concern of exporters. The review c? export 
financing showed that the Exisbank wax forced on short notice to restrain 
certain important credit progratss du« to resource lialtations, even though 
exporter demand for such progracs is currently nigh. At the sane tine, 
seme of our trading partners have teen aggressively using 
highly-subsidized official export credits. The two problems are 
coapleaentary, but the latter is being addressed primarily through 
international negotiations scheduled to be concluded by Deceabtr 1. These 
negotiations are aimed at a system of expert credits and interest rates 
which reflect financial aarket conditions. The Administration has 
requested $5.1 billion for the Exin Ban* fot FV I960, but Congress has not 
enacted the necessary legislation. At the tise of this report, Exiabank 
lending was still at the $3.7$ billion level of FY 1979, a level seriously 
below present needs.

2. Host of the approximately 30,000 U.S. exporters are saall and aedUs-s'zed 
companies, and the preponderance of Executive Branch export marketing 
assistance programs are oriented toward the needs of these firms. The 
Stall Business Administration offers export prograas aimed directly at 
snail fires. Most Oepartaent of Conferee marketing assistance and 
information prograas are directed toward taall and eedium-sUed firas, 
while Department of Agriculture export prograas apply equally to both 
snail and large fires. Exiabank insurance and guarantee prograas are 
designed with the needs of saall firs* in mind, and Exiabank has 
established an exporter "hot line" to atd smaller fires in obtaining 
assistance, in addition, new programs ar* being developed. Ihe Saall 
Business Administration, for exaopie, is experisenting with revolving 
lines of credit to provide additional financial support for ssall business 
export*.

3. Such progr^ies, while effective in assisting snail and aedtun-sized 
exporters *n increasing tneir overseas sale*, have not been sufficient by 
themselves to attract large nus&vrs of saall. and eediua-slzed fires into 
the exporting business. Even though roughly 30,000 U.S. companies export, 
this Includes only about one out of every 10 U.S. companies. Koreover, 
100 cofcpanie* account for roughly one-half of all U.S. exports of 
manufactures, it is clear that aaty American cospanies are not taking 
full advantage of foreign market opportunities. Surveys suggest that as 
many as 20.000 additional firms could be exporting. They are inhibited by 
a lack of exporting know-how; uncertainties about business practices 
abroad! the complexities of U.S. and foreign docuaentationj the problems 
of packing for export and arranging for overseas transportation: and 
inadequate financial resources.

4. The. Administration strongly tXMieve* that attracting these coapanie* Into 
exporting requires passage ot legislation to encourage the for tatloo of 
Export Trading Conpanies iCTCs*. ETC* woutd fact'itat* exports by saall
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and Kedium-sized firas not now engaged in exporting because of high 
overhead expenses and the complexities of exporting. ETC'* would provide 
comprehensive "one-stop" service to smaller exporters, including market 
analysis, distribution, documentation, financing, and after-sales 
service. Additionally, an ETC could buy and sell on its own account, and 
thus would be able to resell the products of saall and aedlua-sized 
companies overseas. The Administration has worked closely with Congress 
In support of this legislation, which would enable banks to invest in ETCs 
and modify Hebb-Poaerence antitrust provisions to simulate the creation 
of ETCs, while assuring that essential antitrust and banking regulatory 
safeguards are retained. Legislation is now before Congress   S.2716 and 
other bills in both the House arvl Senate   whose principal and purpose 
the Administration strongly support* for enactment m the present session 
of Congress.

5. As a result, of the tiade reorganization, export promotion prograas are 
being modified to obtain Baxisua benefit ft on n*v export opportunities 
generated »jy the XTN and to coordinate information and education on the 
opportunities created by the hT*». Most of these new prograas are 
initiated in the Cornerce Department's reorganized International Trad* 
Administration. A Trade Advisory Center has been established as « 
business contact point for KTN-relateo probless. Plans are well Advanced 
for promotional efforts to ensure that U.S. firms can take fullest 
advantage of the export opportunities resulting f oa the government 
procurement code which ta*es effect Jatuarv 1. 1551. In addition to these 
programs, the Department of Agriculture is using its monitoring and 
Information aysteas to ensure U.S. agricultural exporters are aware of 
HTN-rcUted opportunities and to address specific probleas. Under the 
leadership of the Office of the U.S. Trade Representative, the trade 
policy coordination sefh-r-.aa has been geared up to guard the rights of 
U.S. exporters under the MTN codes.

6. A major eleaent •-< improved government export inf-jrMtion prograas is the 
Commerce Department's new automated World Information anJ Trade Syitea 
{NITS). This systea, which began pilot operations in. May 1980, will 
dramatically increase exporter access to overseas Barreling infornation 
and to specific export opportunities, while greatly reducing the time 
required to communicate this information to exporters. For example* «ITS 
will provide tisely inforaation to U.S. exporter* on foreign government 
procureaent oppoitunities. Since oidding opportunities can be open for as 
little as 30 dayt. speed i» essential if the United States is to obtain a 
favorable share of the potential $29 billion business opened up by the 
government procurement cod*. The effective operation of the KITS systea 
depends upon receiving th» fjll appropriation requested by the 
AdainUtration.

Export D Jsincentjives

7. The review of potential export disincentives shows that certain O.S. 
government programs and regulations haw a significant effect on the 
ability and desire of U.S. companies to exrvtt. So at-eapt, however, was 
 ade to quantify the dollar effect of various export disincentives, since



24

attempts at quant ificatton conducted for the February Interim report 
showed that estimating the cost of export disincentives In teries of lost 
exports ws Impossible. However, based on the opinions of exporters. 
trade associations and Foreign Service posts provided in the course of 
this review, the isajor disincenv tvcs appear to b« taxation of Americans 
employed abroad, uncertainties related to enforceeent of the Foreton 
Corrupt Practices Act (FCPM, and export control regulations.

8. These three categories of disincentives stea fro* recent legislation 
Intended to further the attainment of i report ant national objectives . The 
rules affecting taxation of Americans abroad are ai«ed at fiscal 
objectives and tax equity. Export controls are intended to further 
objectives such as national security, nuclear non-proliferation, hunan 
rights, and containment of hazardous substances by proscribing soae 
exports. The FCPA deliberately curtails export* which cannot be achieved 
without bribing foreign officials. These objectives cannot be sacrificed, 
and the process of reducing disincentives to exerts oust be a continuing 
one of seeding * balance between export expansion ind other national 
objectives. The optUal solution is to reduce the negative trade effects 
without weakening the attainment of other .npottant objectives, and this 
has been the Administration's strategy. Frcgreis has been achieved in 
reducing SOB* of th* unnecessary effects of export disincentives, but »ore 
progress Ix possible.

9. Export^ controls. Export controls are a »ajor disincentive to U.S. 
exports. There is agreeajnt asong the Administration, Congress, business, 
and labor, however, that the cost of aboltsiiing export controls would be 
far greater than the benefits tn tcras of exports gained. Abolishing 
controls would create 4 serious threat to U.S. objectives of national 
security. foreign policy. conventional arias control, nuclear 
non-proliferation, avoidance of inflationary doeestic shortages, and 
containment ot hazardous substances. Attention, both tn the government 
and in the private sector, has instead been focused on: (1) the weight 
accorded foreign availability when considering controls; and. (2) 
streamlining ot licensing procedures. The President addressed the first 
concern in his February 1990 statement on export disincentives. In which 
he directed Executive Branch agencies to be highly selective in the use of 
foreign policy controls where the affected country has access to 
alternative supply. laprovesents Also have been »ade recently in 
licensing procedures for nuclear exports, arms controls, foreign policy 
controls, and national security controls. Further improvements are 
warranted provided they do not weaken th« objectives of export controls.

10 Taxation of foreign Earned Income. The United States is the only pajor 
country vhlch isposes taxes on the basic ot citizenship as opposed to 
residence or domicile. Because third country nationals are typically 
subject to tax only in the country where they are resident and not In 
their country of citizenship, it costs less to eeploy a third country 
national to work in a low tax country. Additionally, certain living 
allowances taxed under U.S. law «e effectively exeaot froa taxation In 
the case of foreign nationals. Section 913 of the Tax Cod* currently 
provides special deductions for certain extraordinary living expenses and 
for hardship posts. Section 911 provides an alternative to the 91)
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deductions through a $20.000 exclusion frca foreign earned incoa* for 
those living in caaps with substandard housing. These benefits ace less 
liberal In cany cases than those prior to 1976. U.S. companies report 
that the tax cost of eaploymg U.S. citizens abroad is causing then to 
replace »any of their American personnel with foreign personnel. They 
state that if they do not replace American personnel with foreign 
personnel* then coapetitivcncss 15 decreased by the added operating costs 
attributable to the U.S. tax; and that if they do replace Aaertcan 
personnel with foreign personnel, the foreign eaployces are acre likely to 
specify foreign products than the Americans thev replace.

The greatest itpact on exports is experienced where the foreign tax is 
low, but a problea also arises in soae high-tax countries which grant 
relief to for«ign nationals by agreement. The effect is »ost significant 
for U.S. fit us for whoa labor costs are a najor part of total costs, such 
as construction companies. U.S. aanufactureis with overseas subsidiaries
 ay also have their strong "pull-through" effect on U.S. exports affected 
by the withdrawal of Aneric-m personnel.

Contents received fros trade associations, companies, and individual 
showed this to be the disincentive of o/erriding concern to the exporting 
coasBunity. Expatriate taxation was the disincentive nost frequently 
identified in the reports fro* U.S. eebass*-* and in the federal Register 
responses, where aor* than one-fourth of th* respondents viewed the 
taxation of U.S. citizens abroad as the priaaty disincentive to exports.

11. Code of Conduct. In this section of the review, three potential 
disincentives were exaained; the PCPAj antiboycott regulations; and 
antitrust laws. Tr<e business cosnunity regards the FCPA as t of the
 osr significant disincentives to exports. There are two aspec *. First. 
and nost troublesome to U.S. exporters, is the uncertainty associated with 
the aeanirg and application of key provisions of the Act* The line 
between prohibited aid permissible conduct is <*ften perceived by exporters 
as unclear. Among the provisions viewed as the nost aabiguous by 
exporters and attorneys art: (It the "reason to know' standard under 
which companies can b« held liable for the actions of foreign partners or 
agents ovet who* they have iittle control; U) the distinction between 
pernissible and unlawful entertainment and gift expenditure*; and O) the 
boundaries of facilitating or "grease" payments. In order to avoid 
possible violations of the Act, attorneys often give such cautious 
guidance that their clients siaply forego any export transactions where 
the FCPA could possibly becoae an issue. In an effort to reduce soae of 
the uncertainties In the Act, th* Justice Department recently instituted a 
procedure to provide case-by-case reviews to the business connunity. 
Exporters, though, strongly believe that the FCPA Review procedure will 
not be sufficient, and that the Act itself needs to be clarified. Any 
such clarification, however, would require extree* care to ensure that 
loopholes for bribery are not created.

The second aspect is that soae U.S. exports are lost because foreign 
companies can bribe foreign officials to obtain business. Such export 
losses, however, are intended by the Act. A comprehensive solution to
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bribery by foreign companies calls for an irternatlonal agreement on 
illicit payments. Movement toward this objective was furthered by the 
President's recent initiative at the Venice Economic Suwtit.

The other two areas covered in this section of the review were of lesser 
concern to exporters than the FCPA. In the view of nany exporters, 
antiboycctt regulations, administered by the Coaserce and Treasury 
Depart&cnts according to two zeparite laws, unnecessarily raise conpliance 
costs and uncertainties. The Coaaerce and Treasury Departments, however, 
believe they have natsxxuzed their regulatory prograns as ftuch as possible 
under present statutes. The extraterritorial reach of U.S. antitrust laws 
and their application to certain types of international transactions also 
concern exporters, but no specific instances were shown of these laws 
unduly restricting exports. Exporter uncertainties about the antitrust 
treatment of trading companies, however, could be a deterrent to the 
successful operation of such companies. Effective aeans of resolving this 
problem are contained in the antitrust provisions of pending Fxport 
Trading Coapany legislation such as £.2718, which n supported by the 
Administration

12. Environmental and Safety Regulations and Other Potential Dtsincentives 
While environmental and safety regulations were found to raise U.S. 
production costs, exporters appear to regard these regulations as Itss 
significant disincentives than the programs and regulations that affect 
exports *ore directly. Air and water pollution control regulations were 
found to account for the bulk of the costs in this category of 
disincentives. While these and other environmental and safety regulations 
can affect the cost of exports, changes in these regulations are best 
considered in the context of regulatory review aechanises already 
established. There are some specific exporter problems, however, in 
complying with the procedures mandated for exporting soae hazardous 
products that may not be sold in the United States under some of these 
regulations. These problem* are currently the subject of an interagency 
tasV force developing a haiardous products exports policy.

The review also examined cargo preference requirements, which were found 
to result in * marginal shift from goods exports to services export* with 
no Adverse effect on overall exports of goods and services. Differential 
freight rates wete found to be a controversial question which needs 
further study. The extratercitor tal application of environmental 
requirements was found to affect a very snail proportion of exports.
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REVIEW OF EXPORT PROMOTION ACTIVITIES

For the purpose of this report export prenaction activities have been defined 
*  all activities, prog ran*, and assistance of a positive nature intended to 
expand U.S. exports. Thus, this section discusses export financing 
activities and DISC as fell as the traditional trade proootlon activities of 
the Federal Government.

Hithin the Federal Covernnent the Department of Commerce has the principal 
responsibility for non-financial export assistance activities directed to 
manufacturers and services. The United States Department of Agriculture has 
responsibility for agricultural exports. The Snail Business Administration 
maintains programs of assistance to email firms. The United States Trade 
Representative has policy oversight responsibilities. Additionally, a number 
of export promotion activities involve agencies othet than those principally 
charged with promotion. These agencies have also been covered.
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CHAPTER 2. U.S. DEfARTMEKT Of COMMERCE PROMOTIONAL PROGRAMS AND ACTIVITIES

INTRODUCTION

the Department of Commerce assists U.S. companies to export under the 
 uthorlty provided by its charter to "foster* promote and develop the foreign 
and domestic commerce of the United States." Historically, the corotitaent 
and resources devoted to export assistance have varied with economic 
conditions. Today the Department's strong coaniUMnt to exporting is clear. 
Secretary of Comroerc* Philip M. Klutznlcfc has made enhancement o{ the 
nation's trad* posture one of the Department's three principal goals, along 
with Improving the nation's productivity and innovation, and improving th« 
delivery of all Commerce services to Its principal clients.

This section of the report will describe the export promotion activities of 
the International Trade Administration (MM. which is charged with primary 
responsibility for initiating and implementing Commerce export promotion 
programs and services. In addition, the report will outline the export 
preaction efforts of other parts of the Department of Commerce whose programs 
affect exports.

INTERNATIONAL TRADE ADMINISTRATION

Otq ani«ati QftAl_Qvf LV i.ew

In January, 190J, President Carter reorganized ITA as part of a 
reorganization of trade functions In the Executive Branch. The trade 
reorganization consolidates in the Commerce Department the operation of the 
U.S. Government** nonagricultural trade functions. Commerce traditionally 
has had major responsibilities in expoct promotion, trade adjustment 
assistance and export control. The reorganization strengthens Commerce's 
lead cole in export promotion in two ways, first. It assigns to Commerce the 
responsibility for commercial representatives abroad and transfers to 
Comerce the commercial attache positions in $S countries abroad. Second, 
the reorganization assigns to Connerce responsibility for Implementing the 
agree-sents resulting fro* the Multilateral Trade Negotiation* (HTN) through 
education and promotion programs, technical assistance to the private sector* 
and development of data bases for monitoring purposes. These activities are 
overseen by the newly created Under Secretary for International Trade.

A key feature of the reorganization is the designation of an Assistant 
Secretary for Trade Development. This position creates a central management 
focus to ensure effective coordination of all ITA Trade Development 
responsibilities.

The reorganization has tranefered the functions of commercial officers In 
U.S. embassies abroad frco State to Comerce. On April 1, 1980. tM 

of Comerce inaugurated the new Foreign Coanerclal Service.
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Tossthsr, the r~*i-j(. *-«0 0.5. Commercial services. Export Development, and 
Bast-Mest Trade, provide An integrated marketing and delivery system to 
assist U.S. exporter*. Below, the functions of each of these units is 
outlined.

Foreign Commercial Service, Commerce has established the Foreign Counerclal 
Service (FCS) in accordance with the President's Reorganization Plan Number 
Thee* of 1979. The FCS functions as the overseas arm of ITA'» program 
delivery system, providing U.S. businesses with overseas support for their 
export Initiatives*

The FCS has offices at U.S. embassies in 6$ countries and in consulates at 59 
commercial centers abroad. The 65 countries represent major export markets 
and account for roughly 90 percent of U.S. exports. FCs posts are staffed by 
nearly 200 American officers, who are supported by 487 Foreign Service 
Rationale. In each country, the Foreign Commercial Service offers in-depth 
marketing and couaerciai assistance to U.S. firms in t>>» »rea and to visiting 
U.S. business representatives. The FCS also:

o plans trade promotions aimed at industries and projects with the best 
prospects for major increases in U.S. exports of goods and services;

o supports the export and investment needs of U.S. business, working 
closely with organizations such as U.S. Chafers of Commerce abroad;

o helps to implement the KTN agreements by identifying and transmitting 
trade opportunities and by monitoring host country compliance;

o identifies investment opportunities, major projects, government 
procurement opportunities, and development project opportunities;

o provides intelligence on economic and market conditions In the host 
country, Including local business needs and capabilities)

o develops background Information on Importers, agents, and 
distributors and provides other guidance necessary for successful 
market penetration;

o provides facilities in support of U.S. business activities. Including 
commercial libraries.

Because the FCS is less thar four months old, the FCS Washington headquarters 
still is developing the management system necessary to support FCS operations 
overseas. By agreement with the State Department, the FCS Initially will be 
ktaffed principally by commercial officers detailed from the State 
Department** Foreign Service Corps. Over the next four years, the number of 
such detail* will decline as the FCS builds its own permanent staff of career 
foreign commercial officers. These transition arrangements will enable 
Commerce to recruit, hire and train officers for the Corps who act committed 
to  ssistin; U.S. businesses abroad. The FCS operates under the authority of 
th* Foreign Service Act, but Commerce will manage the FCS personnel system 
Independently of the State Department.

67-53S 0-80-3
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The PCS also has begun recruitment to strengthen the FCS staff. Coon«rce 
will bring into the FCS a select niatber of commercial experts, at stld- and 
senior-management levels, froa both governsent and the private 4*ctor. To 
ensure that each new PCS officer Is prepared for this work, Cosawce 1* 
working with private industry on a joint prograa to provide FCS officers with 
special training in marketing strategies, selling techniques, financial 
aspects of oarKetin?, and other subjects isportant to overseas businesses.

IKS. Coimerciai Set^ice tUSCSj. The Commerce Departaent's District Office 
network In the U.S., now named th« United States Commercial Service* is the 
domestic field ara of ITA's export promotion activities. ITA's 47 field 
offices and 12 post-of-duty stations serve as familiar contact points for 
businesses seeking Information on international trade subjects.

The USCS provides personal assistance to U.S. companies that have questions 
or problems regarding exports. USCS offices typically are the first point of 
contact for Acer^ian exporters seeking assistance through ITA's worldwide 
network o£ commercial services. A xajor priority of ITA, through the 
Assistant Secretaiy for Trade Development, is to link the USCS field offices 
with FCS posts and the Washington support staff into an integrated system to 
deliver services to U.S. exporters.

The USCS field offices increasingly have come to focus their activities 
predominantly on supporting U.S. fleas that seen to export. Th« USCS 
operates the Associate Office Prograa which consists of over 977 
organizat.cns that teach formal agreements with the USCS to cooperate with 
and multiply the efforts of the local USCS office. In addition, a less 
formal but close relationship exists between individual Distclct Offices and 
270 business service organizations which cooperate with the USCS as 
multiplier organizations. Among the Bultiplier organizations are 45 District 
Export Councils whose se&bers are 1000 business leaders involved in 
international trade. These Councils undertake public service prograas that 
emphasize the leportance of exporting to the business cocxtunity.

The USCS provides a variety of export development cervices to 0.S. 
businesses, including the following:

o USCS trade specialists serve as consultants to businesses. Trade 
specialists evaluate the basic strengths, weaknesses and 
opportunities of a coepany considering initial entry into overseas 
markets and help the ftrn develop a sound international marketing 
plan.

o The USCS serves as a catalyst in organizing, sponsoring, or 
co-sponsoring seainars, conferences, and workshops on business 
development, international marketing, and related business subject*.

o The USCS a<Mses exporters on diverse regulatory and procedural 
Batters involving export controls and licenses and, in sone offices. 
It is authorized to Issue license* to exporters.
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o The USCS schedules and coordinates approximately 30 federal 
procurement conference* each year, which are co-sponsored by the 
Defense Department and Congress. These conferences attempt to 
broaden the government's procurement base by qualifying new firms for 
bidding, particularly small businesses. An Integral element of each 
procurement conference Is a seminar on export opportunities.

last-West Trade (PfT|. The linkage between trade policy and trade promotion 
in U.S. economic relations with communist countries caused Commerce to create 
In 1972 a special East-West Trade staff. The staff works closely with other 
agencies In the TPC system to develop EWT policy and to implement this policy 
through promotional programs in Eastern Europe, the Soviet Union, and the 
Peoples Republic o£ China. East-West Trade play* the lead role for Conoerce 
In the development of policies regarding trade with communist count tits, and 
works closely with ITA to implement export licensing requirements for goods 
shipped to these nations.

EOT also offers a full range of trade promotion services for 
centrally-planned economies. Although trade promotion offices have focused 
on Eastern Europe and the soviet Union for aany years. EWT now has opened an 
aggressive campaign to pcooote trade with China. The campaign Includes 
proposed Commerce trade promotion offices in several Chinese cities.

The special buyer-seller relationship in centrally planned economies, and the 
Impact that matters of foreign policy may have on U.S. tiade with coonuntst 
countries* makes market ir.g in these nations particularly difficult. EHT 
maintains a staff of country marketing experts who are available to advise 
U.S. businesses on the intracacles of oarfcetlng In coswunist countries.

Export Devetopoent tCD) . The ED staff in Washington provides program support 
to the U.S. and Foreign Commercial Services and offers a variety of programs 
directly to the American business cottctunity. EO's prlnaty region* of 
responsibility are the non-con&unlst nations of the world, although the 
technical experts on the ED staff provide direct support to the trade 
promotion effort in communist countries. Thus, the ED staff provides a 
central link In the emerging integrated delivery systen of ITA*s Trade 
Development programs.

BD's program activities are described in detail in several sections of this 
report. Although delivery of its programs is the joint responsibility of the 
two Commercial Services and ED, it Is th» Washington staff In ED that 
provides logistical support and planning guidance for these programs. For 
example, ED provides quality-control and distribution facilities for the 
various informational services that are developed by FCS officers abroad and 
provided to the U.S. business cooaunity by USCS trade specialists. ED 1 * 
exhibit specialist* similarly provide on- site technical expertise In 
organizing oversea* trade shows and missions that also receive extensive 
support frcn the FCS.

The country specialists in ED advise U.S. firms on economic and market 
conditions in many countries in the non-coottunist world. This staff also 
plays an Important role in advising the Assistant Secretary of Commerce for 
International economic Policy on U.S. bilateral policy toward tfte countries 
of the non-communist world.
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Mission 4-vl 5

Trade J%t»e*.-*pgM_ _yt*»ior_, The Trade Development programs of ITA have 
 dopte-Ta «<-ate:5*nt of~the*E aission that explicitly recognizes the United 
bjt cruc* i and cataiytic -.'overnsent role in facilitating the expansion of

of ITA'< Trade Development is -to Proved* _Harfcet_ing
f^r Aa^rrrau^^f*^ to Sxpand the Voltine of U.S. Exports.

The ceiviers of Trade Developnent are offered to any American firm that 
requites assistance in exporting. The entire univesse of manufacturing firms 
and t*»e *.«.reasinaly important services sector of our economy are viewed «  
potent in. rl tents for ITA'S export assistance services. Although as a 
$jb»'-jj»-ni »c>;tion of this report points out, the preponderance of user* of 
Cos&erce'« c.^a'Se prccaotioo fervices are small and aediua-sued busiresses, no 
conscious, effort ic tude to direct Cocnerce prograas to these firns. 
Individw*-. ^^tff^rce programs »rc useful to and used by larger exporting firms 
as veil.

Strateg L*A. ..I pi Ttaje Dev*iopgent. ITA has adopted three explicit strategies 
"to^AccowpUan w!>e pro-jr*/** aistloo. A description of each foHovsi

Strategy i   ITA will target a substantial portion of its resources on 
those industries that show the greatest potential for 
Increasing exports.

The competitiveness of American products in world markets differs 
significantly fcco industry to Industry. Conaerce would misallocate its 
limited trade promotion resources were it to ignore differences in 
exportability asong various products. For this reason. Commerce Is 
developing * aethod for identifying those industries wtth the greatest export 
potential. Kach year* a large share of Commerce's trade promotion resources 
will be targeted on a limited nuaber of industry groups that its analysis 
suggest* have the best export prospects.

The targeting system is based on tn analysis of foreign demano for the 
products and services of 3? different Aaerican industries. This analysis, 
which is »one annually, evaluates current levels of exports by U.S. firms to 
the 65 countries that are the United State* major trading partner*. For each 
Industry, estimates are developed of foreign competition in these markets, of 
barrier* to trade faced by U.S. fires, and of the, prospect for Increases In 
demand for U.S. export* in each market in the years Immediately ahead. 
Through computer techniques developed within Conaerce, these factors are 
evaluated jointly to yield composite rankings for each U.S. industry 
v&rldwide. From, this rank-ordered list of industries i* drawn the final 
group of Industries upon which Comerce's export promotion efforts will be 
targeted each year. This analysis is a part of the program planning process 
which is described in a subsequent section of this study.

For FT 81. Conaerce will target on a group of IS Industries. For each 
industry, a Target Industry Program is being developed in consultation with 
industry members. Target Industry Programs will be based on an assessment of
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the need for export assistance of various sequent* of each Industry and on an 
evaluation of the appropriate strategy for promoting the products of each 
industry In the most pronislng overseas Markets. Each Target Industry 
Frog ram will include a Mix of services fro* appropriate Commerce trade 
promotion programs and special efforts by industry associations and trade 
publications that are willing to coonit their resource* to support Commerce's 
export promotion effort.

ITA also is assessing the export opportunities created by the recently 
approved Multilateral Trade Agreements. ITA will target its activities on 
the industries that benefit from unusual opportunities arising fro* the 
tariff reductions and eliminations of trade barriers accomplished in the KTN 
agreements. Hhlle many KTN- related opportunities can be exploited through 
the regular Target Industry Program, those gains Iron the KIN that fall 
outside of the target Indjstriet will receive special attention to ensure 
that U.S. firms are full beneficiaries of these accords. A subsequent 
section of this stud/ will describe in detail the special efforts underway to 
exploit the opportunities created by the KTN to expand trade.

Strategy II   IT* will respond to the inforaatlon and assistance needs of 
all American exporters and will be prepared to take advantage 
of special export marketing opportunities that arise fro* 
tlac to tin*.

The targeted approach to delivering export Marketing services does not 
preclude Commerce from providing assistance to any U.S. flra entering 
overseas markets. Indeed, service to exporters seeking Commerce's help Is a 
high priority. One of the fundamental demands Impressed upon the Commerce 
Department by Congress and the business conztunlty during the recent trade 
reorganization was the need to ensure that m*s worldwide network of offices 
are equipped and eager to provide effective assistance directly to the 
American business executive. Commerce is taking steps throughout Its trade 
promotion programs to ensure that each American flra seeking it* help is 
given careful and personalized attention. In recognition of this fact, a 
separate strategic focus   responding to exporters' needs   has been 
identified. Substantial resources are being reserved, particularly In the 
domestic offices of the U.S. Commercial Service and In the foreign Commercial 
posts abroad, to ensure that business visitors' needs are satisfied.

also will respond to special opportunities and needs that arise in 
the trade development area. Presidential Initiatives to assist the footwear, 
textile, and apparel industries, for example, have awakened a substantial new 
interest in these Industries in exporting. Ccaaerce supports a number of 
export promotion programs, in conjunction with firms In each Industry, a* 
part of the governn«nt*wlde effort to assist these two industries to become 
better able to withstand competition from foreign producers. Similarly. 
Commerce each year identifies a limited number of foreign markets that offer 
special opportunities for American exporters. In 1581, for example, special 
Country Action Campaigns were initiated in Saudi Arabia, Korea and the 
nations of *he Association of Southeast Asian Nations. In 1981, campaigns 
 re slated for Mexico and for the Gulf states of the Arabian Peninsula.
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Strategy III   The Trad* Development units will advocate exporter** need* 
within the Government.

Commerce** tf»<Se development staff interchanges with American exporters. In 
U.S foreign Service posts, commercial officers are in contact daily with U.S. 
businessmen residing or visiting abroad. Trade specialists of the USCS are 
exposed to the export problems of firms of all sixes and characteristics 
throughout the country. Through access at the grass roots to the American 
exporter community. Connerce le able to identify and articulate the needs of 
U.S. firms selling goods and services overseas. ZTA has adopted as a third 
strategic thrust an active program to explain the needs of exporters and 
advocate Initiatives to address those needs.

To a significant degree, this role involves extensive participation in the 
policy-making process of the government, within the Administration, the PCS 
and USCS staff* will develop information on the impact on export* of U.S. 
Government policies, foreign government actions, and foreign business 
practices. This Information will be available to policy makers In the 
Executive Br»nch who formulate U.S. foreign and domestic policies that affect 
exporters. The Congress, through hearings on trade policies and programs and 
In response to special requests, also ic a potential recipient of the 
Information to be gathered on exporters' needs and problems.

Commerce also has access to the advice of distinguished business leaders In 
the export field. The President** Export Council is an advisory body of 
prominent private sector. Congressional and Executive Branch 
representatives. The Council, which was reconstituted early In 1979 by 
President Cafter, has «et frequently to consider pressing trade matters and 
to advise the President on export policy matters that are coming before him. 
The President** Export Council is given staff support by the Commerce 
Department, »nd the Council reports to the President through the Secretary of 
Commerce.

Throughout ttw United States. District Export Councils, affiliated with their 
local USCS office, provide advice on export matter* from the local 
perspective. District Export Council members amplify Commerce** trade 
promotion program* in each region by speaking on exporting before, local 
groups and giving their own time to counsel and assist new exporter*.

Trade Development Programs and Objectives. ITA offers an array of service* 
that assist American firms to overcone the most important obstacles to 
increasing their exports. These programs fall into seven categories, 
reflecting the basic program objectives in the Trade Development units of 
ITA. The following section discusses each program objective, some of th« 
factors that give rise to the objective, and the specific programs ITA ha* 
developed to accomplish the objective.

Objective 1   To provide Information a*vj assistance to Individual U.S. 
flim and Industries on specific export opportunities and 
problems.

The key to success In exporting Is timely and accurate Information on 
potential sales opportunities and general information and counseling on 
economic conditions. U.S. firms have consistently indicated In survey*



35

conducted by Commerce that they require such infornitloo In order to develop 
their overall marketing strategies, rive major activities within ITA are 
designed to meet this objective. They are the Business Counseling Service* 
The H*jot Projects Program, The Trade Opportunities Program, The Export 
Marketing Plans Service* and the Trade Complaints Service.

luslneM Counseling for exporters is offered by several elements of 1TA, 
During FT 79 nearly 175.000 requests for business counseling vere made by 
U.S. companies. The majority of the« inquiries were handled by the USCS. 
The USCS evaluates the opportunities available to a co*pany consider'ng 
Initial or expanded export business and develops with the firm a sound 
international marketing piAn. The contacts and relationships generated with 
the USCS usually stimulate potential and experienced exporters to explore 
other counseling services within ZTA.

Trade specialists in Washington provide companies with specific information 
on foreign business practices and market opportunities. Specialists In ZTA 
also provide country-specific marketing advice. Xn CUT, experts advise U.S. 
firms on method* of doing business in centralized economies and provide 
insights Into marketing and promotion practices In thes< countries.

ZTA counseling services draw fro* a vast array of econontc and marketing 
Input generated by the FCS. Zn rCS posts abroad, cunnerclal officers have 
been instructed to give the highest priority to aiding visiting U.S. business 
representatives with * on-site" marketing perspectives.

The Major Prpjects^Program assists U.S. industry to bid successfully on major 
International construction or infrastructure projects and on major product 
sales opportunities. The program staff monitors foreign tenders, primarily 
from foreign governments, for bids on major industrial projects, consultancy 
and product sales contact*, and strategic systems sales. Through FCS 
commercial officers abroad and through private sources, the program staff 
gathers and disseminates information to U.S. firms interested In particular 
opportunities.

The program staff also play a facilitativ* role on projects in which problems 
arUs. The staff coordinates U.S. Government support to Insure that American 
firms receive fair treatment in bidding on projects. Such support usually 
takes the form of official representations to foreign buyers ot major 
D"»i;c»« on behalf of all U.S. firms bidding on a project.

This staff clso is responsible for qualifying U.S. firms to bid on
procurements b> the North Atlantic Treaty Organit»tion. No fees are charged 
for any of thest services.

The Trade Opportttuuca frogtam (TOP] notifies American companies of specific 
export opportunities that come to the attention of coa»ercial officers In 
D.S. posts aS)tC4d. Often foreign business persons seek assistance In 
locating U.S. suppliers, and aany other trade leads are devtloped by 

trclal offtcert in the course of their regular business contacts.

Trad* leads are cahled by overseas posts to the TOP computer In Washington. 
A computer search mtcher the foreign buyer's interest with product* offered 
by U.S. firms that subscribe to th* program. Notice of the trade opportunity
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In then Billed to the subscriber foe action, in many cases* U.S. oversea* 
post* designate certain prime trade opportunities for 'special handling.* In 
these cases, TOP specialists telephone specific firm to give then direct and 
 vlft notice of these opportunities. A weekly ccopilation of all new trade 
opportunities U also available on a subscription basis. State and local 
government organizations and sone private firms purchase computer tape 
records of trade opportunities and disseminate TOP to firms In their region.

The TailoredJExport Harketing Plans Service {TEHPSj provides individual firms 
with a step-by-step customized plan of action to enable the firm to begin 
exporting. Each plan is a complete work plan and timetable to guide a fir* 
through the fundamental* of exporting. TEKPs help firas to identify the best 
foreign market for their products* to select a freight forwarder, and to fill 
out export documents. Each TEMPS Is developed after consultation with the 
individual firm's manac,*ment. Occasionally, in conjunction vlth trade 
associations, TZMPS are programmed for industries or industry segments and 
made available to all interested firms. The USC3 follows-op each TEMPS with 
further counsel!*? assistant-- as the firm Implemen * the marketing plan.

*
XTA'* Trade Complaint* Unit facilitates amicable settlement of commercial 
disputes Involving U.S. exporters. Complaints are brought to tht unit by 
U.S. companies or foreign buyers. The Unit doe* not take sides In these 
disputes} rather. It us«c the offices of the FCS and the USCS to informally 
encourage both parties to establish or resume direct negotiations.

Objective 2   To provide U.S. businesses with information necessary to 
Identify and establish overseas business relationships.

Respondents to Conaerce surveys consistently have attached * high priority to 
obtaining assistance in locating and obtaining foreign representation to 
cany out their export market goals. Commerce has developed a broad range of 
Informational programs to serve this need and, during 1900, launched a major 
new Information service, the Worldwide Information and Trade System (WITS).

Three established programs complement wzTSi World Trade Data Reports, the 
Agent/Distributor Service and the Foreign Trader*' Index. HITS assist* In 
orienting a U.S. firm on where to export, while the other three service* 
offer specific information on foreign companies. These three services are 
available to U.S. firms on a fee basis.

HITS, now in its pilot stage, i* designed to deliver essential information to 
U.S. exporters by means of an on-line computerized system. Seven basic types 
of Information will b« offestd in HITS. Data bases will include background 
Information on U.S. suppliers and foreign customers, information en products 
offered for sale by U.S. firms and products sought by foreign buyers, 
 ummaries of market research conducted by Commerce, lists of upcoming trade 
promotion events, and a file of key government and private sector expert* to 
vhoa exporter* aay turn for help.

By 1983, ITA plans to have the HITS system available in every Commerce field 
office, and in more than 40 overseas posts. Private information vendors will 
offer WITS to the public directly to expand the market for and convenience of 
using HITS. Until WITS i* fully operational, several long-standing Commerce 
Information programs remain in operation.
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World Trade Pit* Reports (HTDR's) are compiled on request t'or U.S. exporters 
who seek background information on prospective foreign buyers of their 
product* or services. The Agent/PittribototService (ADS) assists U.S. firms 
entering a foreign market" forthefirsttime to locate an effective 
representative or distributor. Both wrDR's and ADS can be ordered through the 
USCS which develops the request by analyzing a firm's product line and export 
objectives. The application is transmitted to the appropriate U.S. overseas 
posts vhere commercial officers screen the market for qualified agents or 
distributors or seek the background information requested for a WTDR.

The Foreign Traders Index (STX) is a computer file listing names and 
addresses of foreign first known to be potential purchasers of U.S. products 
or potential agents or distributors for American firms. '.'poo request* 
Commerce will prepare labels or a coepufr print-out Iron the PTI lists of 
firms by country and product type. These lists can greatly simplify a firm's 
search for foreign contacts. Trade lists are requested by U.S. exporters In 
mott eases through the uses.

Objective .3   To expand participation of U.S. firms In trade promotion 
activities oversea*.

Pace-to-face meetings with potential buyers and agents often enable exporting 
firm to best assess the overseas market for its products and the character of 
future business partner*. At the sane time, the opportunity to meet with 
exporters and see their products in action has proved to be a tremendous 
attraction to potential buyers and representatives. For this reason* 
Commerce administers an extensive program of trade expositions and missions 
to piovtde these highly valued personal contacts.

I TVs trade promo tier, program is administered through a network of twelve 
Export Development Office* in the non-comaunist world and five trad* 
promotion centers in Eastern Europe. Together, these offices serve as key 
information and narketing centers for U.S. business representatives planning 
or currently doing business overseas. Each office manage* participation in 
local International fairs, hosts specialized exhibitions, provides support to 
U.S. trade missions, and assists U.S. firms participating in these activities 
by providing them with a temporary base of operations abroad. Annually, ITA 
 ponsors more than 400 overseas promotional events for U.S. businesses.

In addition to its traditional proaotionaX events* ITA is developing the 
Market Launch Service. This program provides lov-cost, "no frill** 
assistance to U.S. firm* that participate on their own in foreign trade 
fair*. Commerce acts as a liaison between fair-sponsors *nd the firm and 
provides the firm with limited facultative services.

ITA** special promotions programs provide other low-cost overseas promotional 
opportunities. These include catalog expositions and video-tape 
presentations that enable firms to present and even demonstrate their 
product* without incurring the expense of shipping good* abroad. These 
special services are particularly effective in remote area* or developing 
countries.
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All Commerce trad* promotion events are made available at cost to U.S. 
firms. As exhibition costs have risen and funds available for these events 
have diminished in recent years, ITA has found it necessary to recover 
virtually all costs of each exhibition froa participants. This has resulted 
In i substantial increase in charges for trade fairs during the past two 
years. Although the subsidy implicit in earlier price structures has been 
eliminated, the programs continue to offer a broad range of promotional 
opportunities and to enjoy substantial participation by U.S. firms.

Objective 4   To stimulate U.S. business interest In exporting.

A company that decides to export is principally activated by the need to find 
new markets and by the potential profits to be achieved through exporting. 
Consequently, ITA provides inCoriution to U.S. companies and Industries so 
that they can evaluate business opportunities oveiseas through exporting and 
can gain an Awareness both of how to export and of the information and 
assistance offered by the government. A number of activities arc directed 
toward this objective.

Export SeniJnar» are the major vehicle eaploycd by Cooatrcc to Attract new 
firms to exporting. Each year, the USCS sponsors hundreds of seminars to 
introduce firms to exporting and export techniques. Among the topics 
discussed in the seminars are. generalized introductions to exporting, 
detailed inquiries into marketing opportunities in high-potential regions of 
the world, and technical sessions on such topics as export financing and 
documentation. The seminars often are co-sponsored by local Chambers of 
Commerce or other multiplier organizations and often feature as speakers the 
staff experts froa ITA in Washington. Coasterce also co-sponsors, with OP 1C, 
SBA, and Eximbant;, Interag«ncy Conferences which provide information on the 
vide range of government export assistance activities and, in particular, 
give broader coverage to Exlmbank, OPIC, and SBA activities.

Export Awartness^pubj^cations froa ITA provide the would be exporter with a 
broad range of informational pamphlets. Some, such *s ITA's "Basic Guide to 
Exporting,* »re comprehensive how-to guides to exporting or to specific 
problem areas in overseas trade. Other publications offer general 
information on exporting and introduce exporters to the services available 
fron the Government to assist in overseas sales. ITA's publications also 
Include detailed market research on foreign market demand for individual 
product* and special reports on foreign market conditions prepared by the FCS.

The Industry Relations Program puts U.S. industry, mainly through trade 
association*, in contact with experts on trade development matters. Industry 
program specialists work closely with industry groups to develop export 
promotion plans for industries targeted for intensive assistance. ITA'a 
regular contact with industry on program developments ensures that the 
concerns and objectives of industry are taken into *.-couat In developing 
Commerce's programs that assist Individual Industries.

The  President's E-Award Program for outstanding export performance gives 
public recognition to cospanies that nave succeeded in achieving substantial 
Increases In the level of their exports. The publicity associated with the
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presentation of the E-Award gives a company valuable public recognition for 
it« export activities and contributes to Commerce's export awareness efforts 
by establishing the E-Award winners as role models for other firms.

Objective^ -- To stimulate foreign buyers' interest In U.S. products and 
technology.

Although 1TA prircipally promotes exports by assisting companies to make 
product* available in foreign Markets, exports also aay b* expanded by 
encouraging foreign demand for u.S products. Bringing foreign buyers to 
visit U.S. suppliers in many cases is an efficient and low cost net hod for 
U.S. finis to introduce their products to overseas carkets. particularly for 
the snail firm, or the first-time exporter, bringing the foreign buyer to the 
company doorstep is a less risky, and more attractive way to begin 
exporting. Two 1TA Programs cutren.ly meet this objective: The Foreign 
Buyer piogram and the New Product Information Service.

The Foreign Buyer Program assists foreign business representatives who visit 
the United States to purchase o.S. products, set vices or technology. Commerce 
trade specialists assist foreign buyers to contact U.S firms. Each ye*r, the 
prog ran staff supports a number of buying missions to the United States. 
About IS trade shovs staged in the United States each year receive special 
assistance in recruiting foreign buyers to visit the shows. Foreign visitors 
*te assisted in registering at trade shows, in setting appointments with U.S. 
exporters, and in other activities as well. The PCS abroad promotes buyer 
attendance at trade shows sponsored by the program and alerts the program 
staff to assist individuals and groups of buyers cooing to the United 
SUtes.

Itineraries developed for fore*gn buyer groups ordinarily include plant 
visits and appointments wtth prospective U.S. supplier*. Tie USCS supports 
this program through assistance to foreign buyers when they visit U.S. cities.

The Kew Product Information jervice (NPIS1 gives wide foreign market exposure 
to new O.S. products through government publications. The primary targets of 
this service are U.S. firms not regularly exporting, particularly small and 
medium-sized companies seeking a low-cost test of foreign buyers' interest In 
their products. Subscribers to NPIS, which is provided free of charge, 
submit promotional product descriptions to 1TA, which publishes the material 
In Comeice** bi-monthly publication, 'Commercial News, USA." This magazine 
I* then distributed to Foreign Service post*, which in turn, distribute 
copies to local businesses. In many embassies, portions of 'Commercial News 
USA* are translated into the local language to ensure broad distribution to 
potential foreign purchasers. In addition to NPIS, "Commercial News USA* 
publishes news of products from virtually every aajor U.S. industry. Eech 
general Issue of about 17$ new product listings and other opportunities is 
distributed to abcut 100,COO foreign buyers by the commercial sections In 
U.S. over**** pot*,*. The USCS assists firms in responding to foreign 
inquiries that result froa their exposure in "Commercial News USA."
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Objective...6   To enhance other federal, non-federal government, and private 
sector export promotion activities.

ITA and EWT are only two of sany organizations involved in promoting 
export*. At the state and local levels, prime agencies have been selected 
to assist and encourage exporters. Man> private sector activities also offer 
assistance to exporting firms. The Federal Government possesses sooe 
advantages in providing export assistance by virtue of its substantial 
resources here and abroad. Local entities, however, complement the Federal 
Government's efforts. Working together with Commerce, these groups can 
magnify Federal Government efforts and sate then core effective. For these 
reasons the enhancement of non-federal efforts is one of ITA's Trade 
Development strategies.

To expand the role of state and local governments in exporting, ITA has 
established a liaison office within the office of the Assistant Secretary for 
Trade Development. This liaison function provides swift access to export 
information and ZTA services for export-oriented organizations at all levels 
of government. The liaison office will encourage better planning and 
coordination of Federal, State, and local export lm iatwes and will assist 
jurisdictions .nterested in establishing export development programs.

Private export promotion services are developed throogh Ccoaterce's Multiplier 
Program. Multipiers include banks, Chambers of Coaacrcc, and other private 
businesses and organizations with an interest in helping exporters. 
Multipliers teach a fornal agreement with Conje»rce to distribute Cowoerce 
llt*riture, publicize its services, and otherwise support the Federal export 
expansion effort. Commerce provides ti.e multiplier with the materials and 
export assistance needed to do this job effectively.

The USCS is the key contact point for both initiatives. Trade specialists 
provide the expert counseling government agencies often need in their export 
programs. USCS specialists also work closely with multipliers and local 
goverruoent organizations to coordinate program activities and seek ways in 
which local and Federal efforts can work together to expand exports fron the 
region.

Objective 7   To plan and evaluate export development activity and identify 
~ the best opportunities In Industries and countries.

Planning of ITA's Trade Development program is essential for three reasons. 
First, Federal Government resources available for export promotion are 
Halted, and effective planning is essential to best accomplish the Trade 
Development mission. Second, the conduct of the Trade Development Mission 
Involve* Integrating a number of separate but closely related organizations, 
naiiely the USCS and the PCS in the field, and the Export Development and 
East-West Trade staffs in Washington. Planning of programs and agreement 
among the unite on objectives and standards of performance is essential to 
the effective delivery o£ Trade Development programs. Finally, planning and 
evaluation provide the aechanisa for adjustment and change in response to 
rapidly changing economic conditions and trade opportunities In the 
International marketplace.
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The Trad* Development planning process consists of four decent*:

1. Long Tern Planning, Including an annual review of the mission, 
strategies and objectives of the Trade Development programs.

2. Budget and Program Planning, Including the determination of 
priorities and program needs to carry out the mission and strategies
and the devflopment of budgetary requirements to support Its programs.

3. Targeting and Industry Planning, involving the identification of 
Industries and foreign markets with high potential for Increased U.S. 
exports, the analysis of the problems and needs of targeted 
Industries, and the developoent of ITA Target Industry Programs for 
each industry selected by ITA for intensive assistance.

4. Country Coen«rcial programming and Planning, through whlcn FCS posts 
and the Washington program units roach agreement on post goals and 
objectives and the allocation of post resources for trade development 
purposes.

Because the Federal budget process requires very long lead times, thl* 
planning sequence occurs over a three jear cycle. It results, at the start 
of each fiscal year, in detailed program plans for each staff unit in Trade 
Development. The planning system, which Is still evolving, is Intended to 
become the driving force behind the full Integration of the field and 
Washington staff* of ITA's Trade Development effort.

A comprehensive evaluation system also Is being developed for Trade 
Development because evaluation plays an essential function In the efficient 
use of resources. This system will provide management with information on 
program; performance and become an eriential Input Into the planning process.

NOH-ITA EXPORT ACTIVITIES IN COMMERCE

Development^daintstraA*o" (EDA] Export Activities

As part of its traditional role of stimulating econonlc development in 
distressed areas, the Economic Developoent Administration has provided 
assistance to support export development since 1965. In many instances, 
these activities have been coordinated or developed jointly with 
rrA coBbtning EDVs programs t« create private secto* jobs vlth lTA*s 
programs to expand exports. EDA encourages export activities as an econonlc 
development tool, and also explores the ways in which EDA can support and 
supplement Departmental trade efforts. Below are several examples of 
activities which have been undertaken by EDA in the past to support export 
activities:

o Xn 1977 a joint EDA/ITA two year demonstration was undertaken. 
Through this demonstration EDA provided $465,000 to fund export 
specialists on the staff of nine Economic Development Districts
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(EDOs), which are aulti-county planning organizations with 
representatives of both tr.c private and i^iblU «ectorc at the local 
level. Tfce specialists arc charged with helping the EDA Develop an 
Export Development Program and providing one-on-one counseling 
service to local firns 11 conjunction with tw ITA f.eld office. It 
U expected thAt this effort will continue into f'Ys SX and 82.

o EDA's Technical Assistance Program has provided export assistance to 
Aaertcsn cccaonitie*. including assistance to trade-impacted 
lndu*tries and iir«, through .ts Trace Ad>ust--*ent Assistance 
Progras. Soae of the Trad? Adjustment Assistance has been directed 
toward export development as part of * readjustment and recovery 
strategy. Technical Assistance projects hAve irwl^iedi

An outreach prograa to assist wilier Ettas, to export, such as 
thro-igh EDA-funded University Centers. The University Centers 
provide varied development, iunage»ent ( and problea solving 
as«tstAivc« to th* coaaonities and business fi:as in their area.

A $300,000 grant to the Economic Dcvelopeent and Industrial 
Corporation of Boston to exaaine all Boston area manufacturers to 
help then identify exportable products, to provide oanageoent 
asi.sjt.snc*, to establish overseas trade nissions, and to sponsor 
ar international trade fair.

grant of $505,000 to ITA to support a series of studies 
concerning worldwide exporting potential for American textile end 
apparel firm. To further support this effort, a total 
investment goal of S3 nillion was established for transfers to 
ITA for FY, 79-80.

o EDA has also provided business loans and loan guarantees to flras 
interested in exporting through its Developsent Finance Program as 
part of the agency's econoeic development candate. Under the Trade 
Adjustment Assistance Prograa, loans and loan guarantees to 

firsts ace also available.

Conaissions

The eight Title, v. Region*! icsrusslons associated with Coecoerce and the 
Appalachian Regionai Cooatssicn, which *s funded undei a separate legislative 
authority, are each headed by a Federal co-chairaan appointed by the 
President tu represent the Federal Covetnsent and by the governors of nenber
*tate*. The coonissicos encoepass adjacent states and provide federal-state 
cooperative leadership to regional econoaic development and planning. In 
recent years, they have increas.ngly included export activities in their 
prograjk priorities. A considerable nuxbei of export development projects 
have been funded by the Cceaiss.ons, often jointl/ with state and federal 
agencies. Most of the programs have emphasized export awareness, trade
 issions and identification of export development opportunities.
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The following are txanples of sooe Regional Commission export r*latcd 
programs.

o The Southern Consortium for International Education at Georgia Tech 
provides foreign market studies of 75 industries which have the best 
export prospects. Connission funding will enable businesses to 
receive these stud its free of charge.

o A seafood and agricultural tride alssion is now scheduled to visit 
Egypt, Japan, France and a number of African countries. This project 
is coordinated with XT* and funded by the Coa s t a 1 Pi a 1 ns Reg lona 1 
Conaisslon.

o The Hew^ England Regional Cocaission has funded participation by New 
England firms in ITA-supported overseas trade fairs and trade 
missions which focus on industries heavily represented in the area.

o The Old H»st Regional CotMis^ion has been active In export 
development for a number ot years. It has funded CTLAS, a program 
under which a consultant, specializing in export management, provides 
Export Trade Leads and Advisory Services to Old West Region business 
firms. The trade leads service is based on the Department of 
Cooraerce'* computerized Trade Opportunities Program.

o The Four Corners Regional Coanjgsion focused its Initial effort on 
building basic infrastructure services in the region. It helped 
three state offices to establish export programs. The programs have 
concentrated on export awareness and identification of firas with 
export potential.

Hatioiul Marine fisher ies

The Seafo^i Export Development Program ptoaotes the export of American 
seafood products, particularly those seafoods based on underutilized 
species. The program introduces Axer ica ' s seafood products to potential 
buyers overseas and stimulates and trains American businessmen to export. 
These promotion efforts are inplexented through the following activities:

o The NMFS staff, through contracts, is developing an up-to-date 
listing of dose stic seafood producers and exporters and their seafood 
product*, and foreign seafood buyers. Importers, wholesalers, 
processors, and large institutional users. The development of 
specialized literature in foreign languages together with 
audio-visual presentations has been contracted for to help sell 
American products to foreign businessmen who are unfaalllar with 
American seafoods. In-depth studies of foreign seafood markets have 
also been contracted for to determine where opportunities exist for 
the devtlopp-ent of new or expanded sales of American exports.

o The prograa also calls for a coordinated effort to catalog foreign 
seafood standards, specifications, and consumer preference, by 
species, of all major foreign markets. This will give U.S.
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businessmen better guidelines to follow in preparing their products 
for different foreign customers. NMPS also plans to establish a 
network of foreign-based reporters who will telex dally or weekly 
report* on international seafood market conditions and trends to 
NMFS. The NKFS staff will distribute this Information rapidly to the 
U.S. seafood industry In order to give them a, competitive edge In 
their International marketing efforts.

tinder the progran, NMFS vill develop and lead trade missions into overseas 
Markets to promote the export of all United States seafood products at 
international trade fairs, conferences, and exhibits where appropriate.

NMFS has participated in shows or led missions worldwide and has also 
participated In domestic shows and sealnars on exporting.
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CHAPTER 3; U.S. DEPAMHPff OF AGRICULTURE PKMOTIOTM. PROGRAMS AND ACTIVITIES

IKTHOOOCTION

Importance ot.Agricultural Exports to U.S., Economy  

Agriculture 1* a major growth sector in the U.S. economy. FY 79 farm exports 
of $32.1 billion paid for agricultural imports of $16.2 billion   leaving a 
net favorable balance of 515.8 billion.

In FTf 79 production of almost one out of every three harvested acre* « about 
110 million acres   was exported. For sen* farmers, the ratio Is «ven 
higher. Soybean far&ers must loo* to foreign markets for more than half 
their sales; wheat farmers market two-thirds of their production abroad; In 
cotton and rice, exports account for more than half of production; and for 
feed grains and tobacco, note than 2$ percent. Today, more than one out of 
every four dollars earned by the American farmer cones froa overseas sales.

U.S. far* exports also contribute significantly to the national economy. 
Every dollar that is returned to the farm sector froct export is more than 
doubled in the economy, in the aggregate, fara exports generated over 
$70 billion worth of business activity in 197S. Of this, about $30 billion 
caae from the f*rm sector. The remainder came froo supporting goods «nd 
services dispersed throughout the economy, generating income in food 
processing, trade «nd transportation, warehousing, wholesaling «nd retailing, 
and other sectors.

Foreign economic Sevelogaent

Foreign economic development is Important to U.S. export market promotion. 
Growth In Ceund for U.S. agricultural exports is closely linked to Increases 
in per capita Incomes in foreign aarkets. At very low per caplt* incone 
levels. Increased demand for food staples is actually more than proportional 
to Increases in earnings. Thus, even modest changes In per capita income can 
have a sizeable effect on the demand for basic food Items. Greater deaand 
for food generally translates into Increased demand for agricultural 
Imports. This is especially true in the case of developing countries whose 
agrarian sectors are unable to respond to increased demand with Increased 
production, increases In Income, therefore, result in increased demand for 
U.S. wheat, rice, fats, and vegetable oil.

In the richer, emerging Industrialized nations, the Increase in the demand 
for food Is less then the Increase in incomes. Blgh protein foods and more 
highly processed foods come within reach financially, resulting in the growth 
and diversification of demand for a broader range of agricultural products. 
Greater demand for meat, in turn, translates into a greater demand for feed 
grain and feed proteins* both froa abroad and from the United States.

S7-S3S 0 - 80 -
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Ltqislatiyejroundatlon

Government activities related to the development, expansion, and maintenance 
of foreign markets foe U.S. agricultural products are centered within tht 
Foreign Agricultural Service (FAS), established on torch 10, 19S3. The 
mission of FAS U to expand foreign markets for U.S. farm commodities by 
gathering analyzing, and disseminating Information on foreign market lupply 
and demand situations) working to gain access to foreign market*} and working 
to promote increased foreign consumption and utilization of U.S. agricultural 
commodities. Recently, the Secretary transferred to FAS the Office of th« 
General Sales Manager (OGSM). which has responsibility Cor the Agricultural 
Commodity Export programs and Risk Assurance programs. Under the Commodity 
Credit Corporation Charter Act, OCSM has the authority to nake sales or 
export from CCC stocks, and to develop and administer programs to export U.S. 
agricultural commodities. The CCC Credit program was established under the 
Commodity Credit Corporation Act of 1948.

SPECIAL CONDITIONS OF AGRICULTURE

Unique Production and LMarketing Structure

Agricultural production and marketing are carried out in an operational 
environment substantially different from the manufacturing segment of the 
U.S. economy. Productive resources are. fragmented, and the Individual 
producer lacks control over marketing, product price, and the total output. 
Production is usually determined to   large extent by weather rather than by 
management choices.

Because the individual producer often lacks adequate control over key factcr* 
of production, and because in a worldwide marketplace agricultural products 
are generally handled by nonfarm interests, it has long been Government 
policy to reduce the individual producer *s financial risk through noy 
avenues such as (^search, credit. Insurance* education, marketing 
information, and price supports.

O.S. farm policy allow* individual producers to allocata production resources 
(with a few exceptions) in an effort to achieve optimum production efficiency 
in terms of supply-desand conditions in the marketplace. Large export sales 
have become an integral part of the agricultural economy. Agricultural 
officials generally agree that at optimum^ levels of production. the Cnlted 
States has * comparative advantage over most foreign suppliers of most major 
competing crops. Moreovtt, th« full benefit of this cooparatlvt advantage Is 
enhanced by Government assistance to increase export sales. Improve the 
efficiency and stability of the marketing system worldwide, and help reduce 
obstacles to U.S. sales in International markets.

Foreign Market Obstacles

The Foreign Agricultural Service, as pact of tts market development 
activities, and with the cooperation ot the U.S. Trade Representative on
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trade policy utter*, also help* to redoo* a variety of obstacle* « U.S. 
*»le* In International market*. Examples of major obstacles facing U.S. 
producer* In foreign markets are:

o Inadequate commodity promotion and representation In foreign market*.

o Ignorance, or low level of awareness of product, product 
availability, or product use.

o Inadequate trade servicing.

o Underutlllzatlon of advanced techniques.

o Inadequate product distribution, transportation, and trading systems.

o Discriminatory or arbitrary foreign government procurement procedures.

o Costly, arbitrary or dUcriainatoty custoos practices and license 
procedures.

o Outdated or discriminatory application of standards and container 
requirements.

o Unnecessarily restrictive health regulations.

o Impott quota*, variable levies, and other nontarlff trade 
regulations.

o High or discriminatory tariffs.

o Subsidized competition.

o Transportation bottleneck*.

CUKMNT MARKET DEVgLOPMBff AND CREDIT PROGRAMS

Introduction

The Foreign Agricultural Service works for farmer* jointly with agricultural 
trade and producer groups, private companies, and state departments of 
agriculture. This market development program reaches Into 15 countries. 
Only one-quarter of one percent of USOA's total budget goes to this program. 
Over the past 12 years, government funding for market development has 
remained fairly constant as Inflation has eroded purchasing power. The F? 19 
budget of $17.9 million has an aversge overseas purchasing power of $1.2 
million in 1970 dollars. Agricultural trade and producer group*, recognising 
the program as one of the aost important In Agriculture, have struggled tc 
maintain the budget in real terxi, Increasing their contributions to 
(9 percent of the total. Nevertheless, activities have had to be pared and 
market development projects curbed while competitors' programs continue to 
Increase In *ite and scope.
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Program Objectives

The objective of the foreign scrket development prograa Is to develop, 
maintain, and expand long-term commercial foreign markets for U.S. 
agricultural commodities. The general approach is to carry out trade 
servicing and consumer promotion in those situations promising mutual 
benefits to U.S. producers and foreign customers. Priorities aret 1) to 
maintain on-going services in support of U.S. commodity sales In establlsheJ 
commercial Markets; 2) to build on the established base in developed markets 
to expand demand for traditional conoodities and introduce new products; and 
3) to carry out development activities for selected commodities in new 
non-established Markets on a selective bails.

program Operation
ji«*

Credit_Program. OSOA lulntalnc Important programs '.o assist in the 
financing of U.S. agricultural exports. These include the Concessional 
Credit programs under P.L 480 aid the Commercial Credl* programs of the 
Commodity Credit Corporation. A detailed discussion of these programs is 
contained In Chapter 6.

Foreign Market Development Programs. Presently FAS is work*..;   cf> 53 
cooperators -- agricultural trade or producer organizations   representing 
approximately 2 1/2 million farmers. The cooperators work with an estimated 
1,653 organizations overseas. 1,532 U.S. cooperatives, and 8,700 private U.S. 
firms. In addition, FAS works with departments of agriculture in all SO 
states. This approach has enabled FAS to utilize funds and expertise 
available within these organizations to achieve program objectives and to 
hold down federal outlays.

Copper ato r_p r eg ram   Cooperator activities are carried out under contractual 
agreements with FAS. Promotion activities are proposed in annual marketing 
plans developed by the cooperator and submitted to FAS for approval.

Trade Servicing simply means helping the buyer choose the right U.S. product 
and use that product efficiently. Bulk, unprocessed corned i ties such as 
soybeans and feed grains lend themselves especially to trade servicing 
activities.

In some cases, consumer promotion is carried out to stimulate specific 
cooperative action by key foreign leaders or tradesmen. Frequently, trade 
servicing is useful in such consuoer-oiiented programs to insure that foreign 
tradet»er. know how to handle an unfamiliar product. Regardless of the 
 peciflc application, trade servicing is intended to help create a favorable 
image abroad of the United States as a reliable source of dependable, quality 
products.

Consumer promotion Is designed to create deaand for identifiable 
semi-processed and processed consumer ready products, having substantial 
growth potential. Generic and brand promotions are the two overall types of 
consumer promotion. Cither a*y contain elements of trade servicing or 
elements of the other type of consumer probation and may be carried out
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through similar approach!. However, both types of promotion utilize 
standard media advertising and other appropriate promotional techniques based 
on normal market and advertising research.

Generic promotion is a long term effort intended to convey to a target group 
a favorable luge about a product In general, usually with e*phasls on it* 
U.S. origin. Often public relations (including unpaid secondary promotion) 
Is an important technique.

Brand promotion is intended to convey a specific Message about a specific 
brand product to the target group. Financial contributions by cooperating 
firms under such export Incentive programs (brand promotion) mitt, at t 
minimum, «atch the FAS share. However, as export sales rise. Government 
contributions ar« reduced with the Intention of complete withdrawal, 
nevertheless/ such withdraw*! from one market Js;* «v*t prevent joint 
introduction of the product in another market where there is potential for 
sales.

FAS* multl commodity program  - PAS carries out selected promotional 
activities that cannot be performed with an individual cooperative program. 
Most such activities fall into one of two approaches: exhlbitlonal or 
informational.

exhibitions

FAS has participated in many major foreign national and International food 
exhibits. However, because of budget limitations, FAS has shitted 
participation to less exp« tlve, more specialized shows aimed mor* directly 
at specific targeted decision-makers in the food industry.

The exhibits generally are held *n hotels where kitchen facilities are 
available for us* by the 25-50 participants to demonstrate their products to 
invited food tradesmen.

Promotional activity includes livestock-feed demonstratIons: in-store 
promotion* using posters, leaflets, signs, etc.i catalog exhibits and 
samples) taste testtngi and media advertising. Attaches handle most of the 
actual negotiations and store groups absorb a major portion of the costs.

The attache product show is a display of U.S. agricultural products primarily 
in countries having centrally planned economies where the consumer is unabU 
to «xtrt direct Influence on the variety of foodstuffs Imported. U.S. firm* 
ar* offtrtd the opportunity to send specific products to be displayed in an 
attractive setting before the key officials responsible for purchases of 
imported food products for their country.

International Information

The Trade Opportunity Referral System (TORS) provides a fast link between 
foreign buyers and domestic sellers of U.S. food and other agricultural 
product*. Computerized lists have been developed of more than 7000 U.S.
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suppliers «tx> may be contacted by nearly 10.000 Interceded buyers In 56 
countries. The average request 90*8 to 3$ suppliers. In addition, a weekly
 tiling of referral is aade to nearly 5,500 flr*» and others who have 
expressed an Interest In export possibilities.

In 1976* FAS initiated a program whereby U.S. firm*, through a FAS release, 
can publicise their tit** and products which they are capable of exporting. 
The monthly release Is ude available to the attaches who. In turn, 
disseminate It to the agricultural trade in their respective countries.

A t.tw product testing system was developed and tested In rt 73. This It * 
syste* vhereby nev-to-narket foods are screened and evaluated by rAS In 
Washington and then abroad by the appropriate agricultural attechcs to 
deter*Ine their enterabiiity and marketability In selected foreign markets. 
The U.S. firm is then notified of the result* of the evaluation and what 
changes. If any, would be necessary for product* to enter the market.

The Fresh produce program is an activity intended to help potential exporters 
of tresh perishable produce test new foreign marVet*. FAS specialists work 
with producers or shippers, and foreign importers and retailers to develop a 
coordinated system In which the produce can be moved from farms to retail 
store* oversea* In saleable condition.

This program includes a transportation seminar program that updates shippers 
on ne* technology and provides advice on economic and operational questions 
relative to shipping agricultural products and livestock. rAS recently 
published a guide on ocean liner cargo services.

Cooperation with State j>epjrtaents__of Agriculture. Without reducing the 
Importance of cooperator** FAS has also developed working relationships with 
»very state department of agriculture. These states and their regional 
organizations have count itted manpower and funds to joint promotional efforts 
overseas. TO date the wjor functions of state representatives have been to 
provide a further link between FAS and potential food exporters, to assist In 
carrying out selected exhibitions, and to perform selected Bucket surveys.

Trade Offices. Title IV of the Agricultural Tra.de Act of 197$ authorised the 
establishment of between $ and 25 U.S. Agricultural Trade Offices. Using 
existing authority, the U.S. Department of Agriculture opened its first trade 
office In London, England in Hay 1978. Since the passage of the Act/ the 
Department Ms staffed six additional offices in Miami, Kanama, Bahrain, 
Hamburg, Seoul, and Warsaw.

To facilitate providing a one-stop marketing support center for U.S. 
agricultural exporters And potential buyers, and to coordinate market 
development activities sponsored by the Department of Agriculture, the 
Department's market development cooperatots have been co-located within the 
trade office structure fhere such co-location vas determined to be mutually 
advantageous.

Brotd criteria used in the selection of Market Envelopment program activities
 re briefly summarised below. To be approved. 4 project must give promise of 
effectively contributing to the creation, expansion, or maintenance of 
market* abroad.
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Selection of

1. Nonprofit U.S. agricultural trade organizations to the extent 
practical.

2. Capable of representing all or at least broad segments of the 
producers and related industry sectors of the coMOdity or 
commodities concerned.

3. Hilling to cooperate with FAS in long-tecs programs aimed at 
developing and maintaining foreign markets for comerclal »«les of 
U.S. agricultural products.

4. Able to provide competent staff and financial support to assure 
adequate development, supervision, and execution of project 
activities.

Selectlcn_otCommodities

1. U.S. producers capable of producing coacodities in excess of domestic 
consumption requirements.

2. KiUingness and ability of U.S. private organizations to back up 
promotional activities with aggressive selling and adequate supplies 
of cc«rxv2ities of the quality desired by foreign tuyers.

3. Competition In the market.

Selection of Countries

1. Countries th*t possess market potential and whose low demand for 
cocnodities has been dje to a lack of availability and consumer 
knowledge.

2. U.S. coaewdttUs can be offered for sale at coepetittve prices under 
conditions of "fair* coepetltlon with foreign producers.

3. Necessary infrastructure to market U.S. product* within the forel*a 
countries is present or can be developed.

4. Trade barriers are not so permanent or repressive as to reduce market 
access belc« minimal acceptable levels for the foreseeable future.

5. The extent W which the project will help in developing a future 
conserclal market.

$. Current cccaercial purchases by the 1sporting country.
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s«1ec t1 eni _o_f_Ae 11 v ity

Activities ait selected according to the particular characteristic* and uses 
of the cooooditics as related to the particular characteristics of the 
urket* under consideration. Hence, a particular "nix* of activities 
containing selected elements of aarket research, technical assistance, trade 
servicing* and educational, proaotionai, or advertising activities alaed at 
foreign businessmen or consumers is designed for each product In each 
distinct foreign narket. Specific factors considered are:

1. U.S. sarfcet share.

2. Trade distribution and awareness of U.S. cossxxJity and usage.

3. Consumer awareness of product.

4. probable success in samtaining 01 increasing consumption and leports 
of U.S. agricultural ccoaodities for U.S. dollars.

5. Long range contribution to U.S. agricultural export*.

$. The importance of exports of the ccracxiitles Involved to U.S. 
agriculture and the U.S. balance of paynents.

7. The extent to which the project is in haraony with U.S. foreign 
policy.

9. Need for technical assistance in narketlng cocaadity.

9. Seed foe public education in the preparation and acre effective 
utilisation of the cwnodity.

Coteaodity Intelligence ant^ Policy Actlv_leits

Attache Service. Attaches* assigned to 74 U.S. embassies covering 120 
countries, wort to achieve eaxitsua access to foreign oarkets for U.S. 
agricultural products. They provide interaction on a scheduled *nd alert 
basis that prepares U.S. agriculture for changes in world deund and work to 
safeguard Asertcan farcers and fatr prograss against unfair and Injurious 
iaport ccepetitio-i.

The agcicuiturit attache support* the >Larket Oevelopaent effort in his area 
of assignment with on-the-spot supervision and adainistrative control of 
cooptrator programs. FAS suiti-cceaodity activities are supervised and 
frequently isplexented by the Office of the Agricultural Attache. The 
Agricultural Attache also provides substantial support to U.S. tradespeople 
and other officials carrying out activities in his area of assignment.

Coanoduy Analysis. The FAS Cosoodity Prograa provides data relating to 
foreign deoand, production, and supply and distributor* of agricultural 
coaaodlties. Data are collected fron attac.e field reports, frca special 
field studies conducted in Washington, and fron various other public
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source*. The Commodity Prog raft area conducts advanced economic analyses in 
order to produce short-tern ccnaodity forecasts, cotwodlty status summaries 
and market potential guidance on a country an<? area tesis. In addition, FAS 
is beginning to utilize newly developed techniques in order to assess the 
Impact of natural or manmade events which nay affect expected production of 
foreign crops of major economic importance to the United States.

Trade Policy. The PAS Trade Policy program, working within the InUragency 
trade policy process area, coordinates and directs the responsibilities of 
the Department of Agriculture in international agreement progtans and 
negotiations. Host importantly, the program area Identifies foreign trade 
barriers which discourage the export of U.S. fara products, and then works 
with th« office of the U.S. Trade Representative to remove or reduce those 
barriers. Th« program area made a significant contribution to the successful 
conclusion of the Multilateral Tiade Negotiations and will now participate in 
monitoring the implementation of MTN tariff concessions and the series of 
codes for the conduct of international trade. FollowiiKj the negotiations, 
FAS participated in a full reporting of the negotiations to Congress and the 
public. FAS also participated in the continuing negotiation with countries 
that had not completed their MTN packages and helped develop U.S. positions 
regarding the Implementation of the MTN codes and non-tariff measures.

The program area also works to improve capabilities for negotiating 
bilaterally on individual trade barriers. During 1979, FAS and USTR 
successfully worked to avert potential or existing barriers to U.S. 
agricultural exports.

FAS also supports efforts to increase trade with non-market economy 
countries. FAS participated in tlvt pre-negotiation assessments of trade 
Issues and the drafting of the Trade Agreement that was concluded with *Jie 
Peoples Republic of China In May 1979.

Future Program Directions - Challenges and Opportunities

FAS market development activities will need to become even store effective in 
the future: first, to sect the challenges posed by new market opportunities; 
and second, to aeet the challenges posed by continuing problems such as 
inadequate knowledge of American products, transportation and administrative 
problems, and government pottcie* designed to restrict trade or subsidize 
competition.

Hew activities have been mandated by law, such as the establishment of Trade 
Offices pursuant to the Agricultural Trade Act and the Trade Agreements Act. 
The latter office reflects a more general need to vigorously pursue U.S. 
rights under new MTN agreements.

with FAS program funds still at the same level in current dollars as they 
were ten years ago   and hence ouch lower in real terns   most resources 
ace absorbed in carrying out only the aost vital activities in developed 
markets. Very little is left over for potential new markets.
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Kacket_jieyelopi6ent Cocpetttion - Oti-er Countries

The United States faces strong competition in promoting agricultural products 
in overseas nukets. Market promotion by our leading coapetitors in world 
agricultural markets continues to grow in size and scope (countries listed in 
Table 2). Expenditures on these programs totaled over $206 allllon in 1979* 
an 11.1 percent increase over the 1978 level, and 247 percent over the level 
Just ten years ago. The United States narfcet development budget as a percent 
of exports is far miller than any of its competitors. In Df 79, these 
expenditures equaled about one- tenth of one percent (.11%) coapared to 
1.12 percent and .99 percent 11 N«-w Zealand and Australia, respectively.

Australia operates a strong market development prc-jrao throogh export 
oriented marketing boards and government agencies. Government funds are used 
for direct financial assistance to the sarkettrv; Board, as well as for 
finance, insurance, and incentive programs. Th* Trade Cocmissioner Service, 
comprised of a staff of 160 comaissionecs located in 46 countries, is 
Involved In trade fairs, trade surveys and inquuies, trade Blssions, 
technical assistance, and distribution of advertising materials and 
publications. Host trade promotion is carried out through marketing boards 
representing coamodlty Interest*.

Canadian market development programs for agricultural products are carried 
out by the Federal Government, crown corporations, provincial governments, 
marketing boards, growers associations, and private companies. The Canadian 
International Grain Institute provides training courses for foreign and 
domestic industry representatives, and customers (existing or potential) of 
grains and oilseeds. The coj;srs cover grain handling, marketing, and 
technology. The Institute work* with the Candlan Wheat Board, the Canadian 
Grain Connission, and various government departments. The Canadian Wheat 
Board sponsors trade aissions to Europe, Asia, and the Middle East, with, sone 
activity In the Caribbean, Brazil, and Mexico. Market research and product 
development progracs are being carried out with feed and malting barley and 
ducun wheat varieties in overseas laboratories and bakeries.

The JPanlsh Agricultjraj Harjtetiig pj^tji a.id coewwHty export boards are the 
natn organizations that promote a?r. cultural products frca Denjtaric. The 
Export Promotion Courcil a*d its secretariat coordinate all foreign market 
development activities utilising <jov*iruwnt funds. The Agricultural 
Mar Vet Ing Board functions «* an uitjreHa organization for export prcootion o( 
agricultural product* in genets*. The Board carries out ftartcct analyses, 
in-store prcnotio^s, and re&t-^i-^r.t and con«uaer caepaignsi participates in 
large Intern-ttlonal agricuitur^i la.rs: and arranges the visits of trade and 
press teaas. Cowsodity Export Boards contribute the bulk jf market 
development funds and <*ct as coordination chinncls for overall market 
development activities. Most ictiv^ at* the Boards foe butter, cheese, bacon 
and pork, beef, poultry and eggs, and fruits and

rrench promotion of wine, dairy products, ftults and vegetables, aeat 
products, livestock, and grain la conducted by the governoent, 
quasl-governsentai agencies, and private corporati^ie. SOPSXA, responsible 
for aarket ptoootion of products other than field crops, participates in
international trade fairs and conducts point-of .-il ptoaotions. CQFPAHIKEX
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promotes livestock expects foe breeding purposes through trade shows, 
publicity, and trade teans. The Interprofessional Cereals Board promotes 
cereal through trade tcaas and promotional materials. The French Center for 
Foreign Trade conducts Racketing and production studies for French 
exporters.

Israeli aarket development activities foe citrus, avocadoes, f lovers, 
strawberries, and processed fruits and vegetables a«e conducted by 
government-producer asrket boards. The Agricultural Export Company (AGREXCO) 
is responsible foe the promotion of all agricultural exports except citrus, 
citrus products, cotton, and peanuts. A quasi-government organization, 
AGREXCO concentrates on pcoco ting avocadoes, celery, tomatoes, flowers, and 
dates. Promotional activities, concentrated in Fcance, Germany, Holland, 
Scandinavia, Switzerland, and the United Kingdoo, include ttade teams, trade 
shows, point-of-purchase tPOpj demonstrations, and TV and radio advertising. 
The Citrus Marketing Board, also a quasi-governmental organization, is 
responsible for promoting all fresh citrus overseas, and maintains offices in 
France, Ceraany, Scandinavia, and the United Kingdom. Grapefruits, oranges, 
and lenons are promoted through trade teaas, trade shows, POP promotions, and 
TV, radio, and magazine advertising. The r«.inut Production and Marketing 
Board, Cotton Producing and Marketing Board, and Citrus Products Export Board 
are quasi-governmental organizations.

Italian citrus, fresh fruits and vegetables, and wines ace promoted by the 
Ministry of Agriculture, private organizations, local Chambers of Commerce, 
and the Institute of Foreign Trade (IFT) which provide all public 
organizations with technical services foe organizing and coordinating Italian 
participation in fairs, exMbits, technical meetings, and regional councils.

Dutch agricultural products ace pi cooted by the Ministry of Agriculture and 
13 Dutch trade organizations. The Ministry of Agriculture assists producers 
and processors with cocrsoercial displays and is represented on the governing 
boards of aany trade associations and bureaus. The Ministry participates in 
International shows and "Dutch Weeks" to enhance the prestige of Dutch 
agricultural products, initiate market research, arrange technical «e»inars, 
and disseainate market Information.

The Spanish Ministry of Commerce administers and finances agricultural ttade 
fairs, trade nisslons, and the publication of promotional materials. Only 
agricultural products produced in surplus and for which there is considered 
to be growth potential arc eligible for overseas promotion through the Trade 
Missions program. This includes fresh and processed fruits and vegetables, 
table olive;, wines, sherry, aloonds, filberts, and flowers. Processed 
foods, olive otl, and occasionally citrus, are shown at trade fairs.

Proootion of *.ew Zealand laab, butter, apples, cheese, and carpet wool is 
conduct-rt by producer-owned boards and, to a lesser extent, the New Zealand 
Department of Trade and industry. Foreign travel by board aenbers, industry 
representatives, and government officials is a key part of market proootion 
work. Activities also include participation in trade fairs and in-store 
promotions.
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Table 1

Agricultural Exports and Market Development Expenditures 
o£ Principal Competing Countries Ff 79»/

Estimated 1979

Exports
(Bil. S) 

6.6

 .3

4.6

IS. 4

.78

14.9

3.0

1.7

53.3

32.0

Market 
Dcvelopaent

mil. $)

65.4

11. 1

26.3

23.7

7.2

:4.s

33.6

15.0

206.8

34.1

Expenditures 
as Percent 
of Exports

0.99

0.18

0.57

0.15

0.92

0.16

1.12

0.88

0.395/

o.u

1 Exchange rates used at* froo the following sources: Treasury Reporting 
Rate* of Exchange, Department of the Treasury Fiscal Service* Bureau of 
Government Financial Operations. th-s June or December quarter.

2 Data based on Calendar Year.
3 Information from Embassy.
* Includes Foreign Agricultural Service funds and contributions of U.S. 

Market Development Cooperators. Foreign data include both government and 
producer funds.

* Trade weighted *;erage
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CHAPTER 4; EXPORT ASSISTANCE ASP BCfORT PROGRAMS FOR 
SHALL BUSINESS AND MIWftlTY-OHNEP FIRMS

This section of the report directs itself to the export assistance programs 
which are primarily responsive to the needs of small businesses and 
Minority-owned firms. These activit.es are centered In selected programs of 
the Small Business Administration U>8A} ; the Minority Business Development 
Agency (MBOA)j and in the International Trade Administration (ITA) which 
coordinates efforts to assist small businesses and minority-owned firm* to 
begin or continue exporting. These progtans, in turn, are coordinated with 
program* of other agencies through the Trade policy Comaittec mechanism.

THE SMALL BUSINESS ADMINISTRATION

Introduction

SBA's unique mission is to increase the market share, representativeness, 
competitiveness, and absolute nusber of small businesses in the economy. In 
carrying out its legislative mandate to "... aid, counsel, assist, and 
protect. Insofar as is possible, the interests of the small business in order 
to preserve free enterprise, . . . and to maintain and strengthen the overall 
economy of the Nation," the Agency regards exporting as a significant 
opportunity for Increasing small business sales and employment.

The Agency recognizes that, although almost two-thirds of the firms that 
export are small or aediun-slzed businesses, there are an estimated 20,000 
additional small or medium-sized firms which could also export successfully 
If provided access to the necessary information and financing required. Two 
major reasons small businesses do not export, as indicated by various studies 
arei 1) lack of information on specific overseas markets and knowledge of 
how to sell in these markets! and 2) access to the financing required to 
undertake export operations.

SBA, therefore, consistent with its nandate to be an advocate for small 
businesses at all levels of Government, cooperates with and assists other 
Federal, State, and local institutions in meeting the needs of small 
businesses. In accordance with the Snail Business Act and other similar 
directives, the Agency offers various programs and services to Small Business 
Exporters.

Organization

The Administrator of the Agency formulates overall Agency policy toward 
international trade assistance for small business. The Associate 
Adalnstrator for finance, the Associate Adminstrator for investment, the 
Associate Administrator for Management Assistance, and the Chief Counsel for 
Advocacy then formulate specific guidelines and programmatic directives
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concerning export promot in for use by the Agency's 110 field offices. Ton 
Regional Administrators and £4 District Directors *re provided with this 
Management guidance and are responsible for Its Ivplvmentatlon on a 
day-to-day basis. Overall coordination of the Agency's activities In export 
promotion is the function of the Office oE International Trade In the 
Washington central office.

Pull authority for the allocation of local resources and application of 
specific programs to assist the snail business exporter resides with the 
Regional Administrators, District Directors and Branch Managers outside of 
Washington.

To be eligible for certain of its prograas and services, the Agency has 
developed size standards for small businesses. In March 1980, the Agency 
proposed a single criterion for determining size   total number of employees 
per fit* -- to replace the nulltlple size criterion. The criterion will 
clarify and simplify for both small business exporters and the SBA the 
implementation of its export assistance prograas.

SBA offers various programs aid services through its field offices to assist 
prospective small exporters. Those exporters wishing to expand their 
international marketing operations can also be assisted through prograas of 
management and financial assistance. The extent to which these services are 
available varies among SBA field offices.

Management and Technical Assistance. Various services are available fro* SBA 
field offices to provide export counseling for potential and current small 
business exporters. These Services are available at no cost to eligible 
recipients and say Include any or all of the following:

o Members of the Service Corps of Retired Executives (SCORE) and the 
Active Corps of Executives (ACE), who have had many years of 
practical experience in international trade* help the small business 
entrepreneur make a preliminary assessment of his/her export 
potential. Since a basic requirement for successful overseas sales 
is a strong domestic business operation, these volunteers help * 
snail business client to identify any present managerial, financial, 
or technical problems which must be solved Initially. There are 
presently over $75 such business executives who have had significant 
export-Import experience and are available to assist the small 
business exporter*

o The Small Business Institute (SBlJ program makes senior and graduate 
level students of international business available through many SBA 
District Offices to provide additional overseas marketing assistance 
to small businesses. Under this program, students from over 450 
colleges and universities participate with the SBA to provide more 
in-depth and long-term counseling to small businesses in their 
areas. At various Small Business Development Centers (SBDC's)
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located within certain state colleges and private universities, 
additional export counseling and assistance is offered through their 
International Trade Centers. These centers exist at the Rutgers 
Universtly, the University of Georgia, and the University of Alabama.

o SBA's Call Contract program, which utilizes professional management 
and technical consultants, also assists eligible small buslnss 
exporters. Due to the nature of their products and production 
capabilities, sooe snail or minority businesses require highly 
sophisticated marketing information and production technology to 
identify and service overseas markets. Such specialized export 
assistance Is provided at no cost to an eligible client through this 
prograa.

o Export workshops are conducted periodically in cities across the 
country und*r the co-sponsorship of SBA District Offices, the U.S. 
Department of Comtaercc, and other agencies and institutions concerned 
with international trade development. These programs discuss, the 
procedures and techniques involved in exporting -- ranging fro* 
Identifying overseas markets to ensuring that payment for exported 
goods and services Is received. Various publications, Including 
'Export Marketing for Smaller Firms,* "Market Overseas with U.S. 
Government Kelp," and "Negotiating International Sales Contracts,* 
are also made available through the Agency to small business 
exporters.

financial Assistance. Delivery of SBA's financial assistance programs is the 
responsibility ofthe Agency'* local field offices. Except on a pilot basis 
In five selected cities, the SBA does not have a specific program for 
export-oriented lending. Financing for most export-related purposes is 
available through SBA's current short-teita and long-term business loan 
programs. Funds obtained through these programs nay be used to purchase 
machinery, facilities, or materials needed to sell products overseas, as well 
*• for working capital, working capital loans may be used to defray the 
costs of developing or penetrating foreign narkets.

SBA can also assist a comercial bank in providing short-tern working capital 
to a manufacturer for the additional labor or mater als required to perform a 
specific export sales contract that has already been secured. Since the 
supply of direct SBA loan funds is very limited, the SBA emphasizes private 
lender participation and S3A guarantee authority. Over 90 percent of the 
Agency's regular business loans are made under the guarantee plan.

Regular SBA business loans extend up to ten years, except those portions of 
loans used to acquire real property or 'instruction facilities which nay have 
a maturity of 20 years. However, w-tjurv? rapital loans usually are limited 
to six years.

In 1980, tne SBA introduced a pilot Revolving Line of Credit program for 
small firms engaged in exporting. Using SBA's guarantee loan plan, the 
program is designed to provide additional support to finance small business 
exports thorugh a group of selected banks in four states* California, 
Illinois, New York, and Texas. Should it prove effective after * six-month
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trial, other regions and banks will be added. Under the current pilot, plan, 
SBA guarantee! repayment to the participating private sector lender of 
90 percent of export revolving line of credit loans.

Other _Progr_ams. The Agency hai developed a Procurement Automated Source 
System {PASS) to profile the product* and services available from registered 
small and minority businesses. The export interest of these registrants has 
been recorded and this data will be tied Into the Comoerce Department's WITS 
program. Such linkage will facilitate the exchange of Information on export 
opportunities for snail businesses generated by the recent Multilateral Trade 
Negotiation Agreements.

The Office of the Chief Council for Advocacy is developing a snail business 
data base which win Incorporate selected information on small business 
exports and is conducting research Into the problem* ard needs of the small 
business export community.

In order to more effectively direct agency programs toward small business 
exporters, the Agency plans to provide training In export marketing and 
financing to selected Agency personnel and volunteer counselors.

In the fall of 1977 an Inter agency Coewlttee on Snail Business Export and 
Investment was established to facilitate attention by various Federal 
departments and agencies toward the specific needs of the small or minority 
business exporter. The Coonlttee is composed of senior representatives of 
the Departments of Treasury, Commerce, and Agriculture, the Office of the 
U.S. Trade Representative, the Export-Import BanV, and the Overseas Private. 
Investment Corporation. It is chaired by the SBA Administrator. A major 
effort of the Conaittee to« b«en to sponsor export and Investment conferences 
designed to acquaint the small business cocueunity with Government and private 
sector programs of assistance available to help them sell their products or 
services overseas.

Table 1 sumuirizes the activity of various agency programs In assisting small 
business exporters since 1978.

INTERNATIONAL TRADE ADMINISTRATION ASSISTANCE TO SMALL BUSINESS

1TA has developed over twenty programs to assist U.S. firms to increase 
exports or enter export markets for the first U«. While any size company 
may use these services. swil businesses are particularly responsive to 
them. Table 2. which lists 1TA program activities, graphically Illustrates 
the response of saall business to ITA services.

The table shows that a trio of sales lead information programs, the Agent 
Distributor Service, the Foreign Traders program and the New Product 
Information Service, count ssall business as about 70 percent of their 
clientele.
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Table 1

SUMMARY OP ACTIVITIES Of SBA IN ASSISTING 
SHALL, BUSINESS EXPORTERS (FY 1978*80)

FY 80 Projected 
FY 78 FY 79 (As of 3/80) FY 80

Number of firas using
International Trade Counseling 4,679 6,942 2,653 7,500

International Trade Training:

- Ho. of Programs 19$ 312 212 375
- No. of Attendees 11,574 19,881 8,913 21,000

Loans for Export-Related 
Purposes!/

- Number 21
- Amount $1.2 H $5.4 H $0.9 H U

Number of Firms Registered In 
PASS Interested in Exporting NA 4,025 5,677 7,788

NA - Not available

Small and medlua-slzed companies account for 80 percent and 20 percent, 
respectively, of the Tailored Export Marketing plan Service's clients. 
Another widely used service Is the Trade Opportunities Program (TOP), 
which sends sales leads from overseas directly to 8000 subscriber 
exporters, o* which 5000 are In the seull business category. Of the 
76,000 companies that contacted the Comaerce trade specialists in 1979 
for assistance, 45 percent were estimated to be small business.

For the past two years, the Small Business Administration, and the WSCS 
have worked closely to assist small coopanies entering foreign markets. 
Export seminars have been sponsored jointly by Commerce and SSA. 
whenever SSA Identifies a small manufacturer with export potential, they 
are referred to Commerce trade specialist* for export counseling, when 
CoHMrce identifies a firm vho could benefit by the financial and 
management consulting services of SBA. that firm is introduced to the 
appropriate official In *n SBA local office.

1 At; export-related loan is defined as a loan to a firm of which over 
51 ptrcent of Its business Is In exporting.

Estimates of future band requests for SBA participation In such 
lending are not possible.

67-53$ 0-80-5
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In cooperation with the Minority Business Develop* sent Agency, IT* has 
developed the Minority Business Export Assistance Prograa (M3EAP) . KBEAP 
assist* alnority-owncd firms with export potential to penetrate foreign 
markets. Its services ate tailored to eeet the special requirements of 
alnorlty-owned fires. MBDA and ITA work closely together to identify 
 inority-ovied fir as with export potential. Tiros receive counseling and 
advice froa the USCS and the KB0A staff. In addition, ainority-owned (Iraj 
participate In export seninars held jointly by ITA and KBOA.

An Important prograa developed through th* KBEAP is the 'Role Model" 
prog ran. In 1979* several firsts witn good expuit potential wete selected to 
serve a* examples for other ainority-ovned firss. The f irns attended a 
beairvst on exporting techniques and a specially tailored export aarketing 
plan was developed for each coapany.

In th< future, KBOA and ITA wili. Donitor and provide special assistance to a 
Halted number of ainority f.ras with significant export potential. It Is 
anticipated that these f irns, after being walked through an individual 
Tailored Export Marketing Plan, wiil function as 'Role Models." In this 
capacity, the export representative of each 'Role Model" firm could 
participate in export atainat* and geieraliy be available to share his/her 
international &a:keting expertise with otner export capable ainority firss.

Special Issues foi gaall BaMnesjL in Export pcvelcpeent

While saaii O.S. busin^ff^es JF* ay ,*) the rjjor users of Government expert 
prograat, it is evident froa th* first white lto>jse Conference on Saill 
Business, recently heli in fashing ten, «hat they feel a need for special 
assistance to export. Aaong the »ost ispottant recoenendations by trade 

at the Conference on Small Business were:

1. Congress shouid broaden the tax deferral options of the Domestic 
International Sties Corporation (DISC) and provide for the 
developeent of ai Aiserican Trading Coepany which would automatically 
qualify as a DISC.

2. Congress should provide for sjpport and expand the use of all 
officially recognized trade fairs and   radc center shows abroad with 
soill business participation. It choyld also continue to encourage 
Ccnsercs tu increase the proeotion of foreign buyers to the United 
States.

]. The FeJerai ^>?vetnsent shouii eatibush v-3nven*rnt one-stop service 
shops to include export services of all Federal ag*nci«s under the 
guidance of the Departaent of Coar-erce.

4. Extobank. should establish a special snail t-y^ness funding program 
through cos»-rcial tanha and should cons.dd liscounting loans to 
vuppor: in t"r national sales^ Zt should also develop a cooperative 
prograi with the SBA for pre-export financing.

5. The President and Congr*** «hoMid consoiid^Le in an existing cabinet 
level department a unified international trade adainistratton 
encoapasstng all executive agencies.
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CHAPTER 5; OTHER EXPORT PROMOTION ACTIVITIES

KULTILATERAL TRADE NEGOTIATIONS - IMPLEMENTATION

The Multilateral Trade negotiations, the so-called "Tokyo Round,* was the 
latest round of trade negotiations he id jndcr the auspices of the General 
Agreement on Tariffs and Trade (GATT). It was the raost comprehensive and 
far-teaching trade negotiation ever held and involved 99 countries and 
resulted In both son* new agreements and agreements in areas of trade policy 
untouched In 30 years.

Traditionally trade negotiations have centered on the reduction of Import 
duties, and the HTN agreements include significant tariff reductions. 
Foreign governments agreed to significant tariff reductions on thousands of 
products Mid overseas by U.S. exporters. In soot cases, tariff levels had 
served as effective barriers to trade, and their reduction will create trade 
opportunities where none existed before. For exanple, Indjstrial tariffs of 
the United States and other developed countries affecting sore than $100 
billion worth of dutiable international trade will be reduced by an average 
of 35 percent over the next several years. Foreign concessions on selected 
agricultural products are expecud to provide about $4 billion in benefits to 
U.S. agricultural exports or over 15 percent of all U.S. agricultural exports 
and about one quarter of those subject to tariffs and similar restraints.

However, the sost important results of the HTN are found in the new 
International code agreements that regulate the use of nontariff acasures 
affecting trade. They profoundly change the entire aystea within which 
international trade is conducted by establishing a more extensive set of 
international rules than those which previously existed. For example:

The new Government Procurea«nt_Aqree_sent mandates that signatories will not 
discriminate against or aaortg other participating nations in purchases 
covered by tht Agreement, opening a $20 billion aarket which previously had 
beea all but closed to U.S. exporters.

The MTN Agreement on Sub_sidiea_and -_uunter vail ing Measures and the Agreement 
on Antiduffiping should greatly enhance the competitiveness of American 
products both at home and in overseas narkets by regulating the use of 
subsidies and dusping practices in international cocarrce and by specifying 
counterseasures that nay be taken in cases of unfair subsidy or dumping 
practices.

The new Standard^Code seeks to discourage the dlscriainatory development and 
Inpleventationofproduct standards and certification systras that 
unjustifiably restrain trade. Under the new regime, U.S. exporters whose 
products are barred from foreign aarkets because of the standards set for 
their products will be able to lodje cosplalnts and secure reviews of foreign 
standards practices to determine whether they confers with Code provisions. 
Export opportunities will be enhanced by the Code's principle that, based on 
their technical merits, Jsported products are to be treated no less favorably 
than dooestlc products.
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The Customs Valuation Agreement lays down new international rules which will 
result in uniform and equitable valuation for duty assessment purposes of all 
classes of trade. The adoption of this system should eliminate arbitrary 
practices by some countries such as "uplifting* the dutiable value of 
Imported goods.

The new Import Licensing Agreement attempt* to reduce administrative 
Impediments to trade by simplifying and harsonliing import license procedures.

The new Agreement on Trade .n Ciyil Aircraft will eliminate import duties on 
civil aircraft and reduce nontanff barriers in this sector, thus assuring 
competitive international markets for U.S. aircraft producers.

The MulUlatcrai Agricultural Fraaeworn Agreement and the Meat and Dairy 
Agreements are designed to enhance cooperation and to provide for an exchange 
of information among signatories.

Office\_ct_ the U.S. Tra^e Representative

In Accordance with the recent reorganization of the international trade 
functions of the U.S. Government/ the U.S. Trade Representative (USTR) is now 
charged with providing leadership in both the foraulation and implementation 
of all U.S. trade policy matters, including U.S. export policy. In this 
regard, a *ty USTR responsibility is to ensure the enforcement of U.S. rights 
under the various MTN tariff and code agreements, which is of critical 
impottance if O.i. exports are to receive aaxinun benefits resulting frott the 
KTN. Currently, USTR is atteapting to convince as many countries as possible 
to become signatories to the KTN code agreements in order to expand the 
coverage of the codes and make them as effective as possible.

USTR anticipates that, in the post XTN period, it will use the temporary 
extensions of negotiating authority on tariffs and nontariff measures that 
have been delegated by Congress to negotiate selective agreements that will 
benefit U.S. exports. Two such agreements could cover conaerclal 
counterfeiting practices and safeguards.

To ensure that the U.S. fully utilizes the HTN opportunities, the private 
sector advisory coawlttee systen that proved so effective during the 
negotiation of the agreements win be continued and expanded. USTR will 
jointly administer Industry, agriculture and labor polity, and sector 
advisory conaittces in cooperation with the Departments of Coitnerce, 
Agriculture and Labor, and will solely manage a Presidentially appointed 
advisory com ittee which includes both producers and consumers. The advisory 
cocmlttee structure wiH be expanded to Include services and functional 
Issues, such as standards.

Departagnt of

A key element in the MTN implementation is the creation of the Trade Advisory 
Center In the department of Ccoaerce. The Center serves as a central contact 
to which the twsiness conmunity is invited to direct inquiries and concerns 
regarding policy-related trade problems and legal rights and remedies created



69

S - 3

by the U.S. trade agreements. The Center coordinates private sector 
Involvement in the formulation of U.S. trade oolicy through the Industry 
onsultatlons program which is jointly administered with USTR. Finally, the 
Center coordinates information and education programs to promote public 
understanding of the WIN codes and their potential.

Infornation Activities. A crucial first step is making U.S. business aware 
of th* potential benefits of the MTN agreements. Thus, the information and 
education program coordinated by the Center spearheads Commerce's efforts to 
bring the benefits of tne U.S. trade agreements prograa home to as wide a 
range of businesses and communities as possible. This reflects the Commerce 
Department's goal to involve all domestic econonic sectors, large and small, 
experienced and inexperienced, in the U.S. export effort. The Center has 
published nine pamphlets which briefly review the features, enforcement 
provisions, and implementation efforts of the MTN codes and the tariff 
agreement. The Center also publishes a such more extensive series of 
detailed "plain English" analyses of each of the HTN codes. The first volume 
in this series, an analysis of the Subsidies Code, is now available through 
th* Center.

The Information services of the Center also include seainars at locations 
across the country that are organized by the USCS and draw on experts 
provided by the Center. Department trade policy expects also will appear at 
meetings and conferences sponsored by business, state and local governments, 
universities, and other interested parties. The first major sealnar was held 
Hay 19 in San Francisco.

These information and education program* can be tailored to meet the 
particular interests of local business communities and the host organizations.

Targeting. In order to obtain the greatest benefits froa the MTN codes it is 
essential that promotional efforts and attention of the U.S. business 
coonunity be directed to those industrial sectors and countries where new 
export opportunities exist as a result of MTN agreements. As a first step, 
Coanerce Is Identifying where these opportunities exist.

The extent of new trade opportunities depends not only on the size of the 
tariff reductions, but also on the size of the potential market froa which 
access has been increased as well as the relative competitiveness of U.S. 
products. A countryby-country analysis is now underway. These targeting 
efforts wil) identify the greatest opportunities both by country and by 
industry.

This country and product specific information will b« made available to the 
private sector so that firms can orient their marketing efforts 
appropriately. The trade specialists of the U.S. Conacercial Service will 
utilize the information in counseling new exporters as well as providing It 
to more experienced firms.

XTA Trade Development also intends to target promotional activities to the 
sectors and markets where additional assistance appears warranted. Thus, for 
example, In determining where trade fairs should be sponsored, HTN created 
opportunities will play a significant role.
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Current analyses that Identify new trade opportunities are Halted tff the 
1 iclff reductions and the government procurement code. The other codes do 
not now lend themselves to the identification of specific opportunities} 
however, such opportunities will be Integrated in the overall promotional 
efforts whenever possible.

Coyernaent Procurement. The governnent procurement code takes effect January 
1, 1981. The code's potential to create extensive new aarkets for American 
exporter* requires promotional actions In three areas. 1, ensuring that U.S. 
fleas know about specific opportunities* 2; enhancing the capability of U.S. 
firms to bid; and 3J ensuring that foreign governments carry out the code'* 
provision* properly.

Ceratere* plans to acquire tender notices and suaoaries froo Foreign 
CcnaercUl Service posts. These tender notices will be translated {tne code 
requires the sumaries to be in a CATT language, English or French) and 
transmitted to Washington. Using the Trade Opportunities program, the 
notices will be Batched to subscribers by the TOP computer system (This 
program i» currently processing approximately 4000 Foreign Government tenders 
per year) *nd communicated to thes. prior to beginning the program, a 
campaign will be launched to attract new subscribers to the TOP for the 
express purpose of acquiring tender notices, in addition to the regular 
dititeaination of notices through the TOP, arrangements will be made for 
secondary dUseaination through other organizations such as SBA, trade 
associations, and snail business groups. These notices also will b« 
published in "Conserce Business Dally.* As KITS becomes operational *t will 
transmit and disseminate information on Foreign Government tenders ditectly. 
In addition to the automated dissemination of notices, those tenders which 
appear to offer significant opportunities will oe comnunicated directly to 
firms and trade associations by Commerce trade specialists.

rlras need the tender documents to bid. Traditionally firms have procured 
these documents theaselves, but this often ieposes significant costs. In 
order to facilitate the process. Commerce will obtain the documents through 
the FCS, but rely upon the private sector to translate* reproduce, and ship 
the documents at cost to U.S. companies.

Providing U.S. coopanies with Information on tenders is only part of the 
task. Guides to government procurement regulations aid procedures for each 
signatory country will be prepared. Country marketing specialists in ITA 
also will be available to answer additional questions. Education seminars on 
foreign government bidding procedures also will be offered. Firms, however* 
will be responsible for preparing the bids theaselves.

Some special problems exist. Many countries either require a bidder to tuve 
a local agent or consider it advisable to do so. Since the code only 
requires a thirty day window for bids, a lira without an agent would find it 
almost impossible to acquire an agent in ti»e to bid. Several solutions to 
this problea exist. First* because aany of the signatories also will use 
 elective bidding lists, potential U.S. bidders will be encouraged to get on 
these lists in advance and to acquire local representation. Second, Conmerce 
may encourage the uce of intermediaries such as export trading companies and 
export management companies which will search for small and aediua-elzed 
firms that produce the appropriate products.
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A final phase of the implementation effort Involves follow-up and 
nonltorlng. The effectiveness of U.S. fleas' efforts and success in bidding 
will be evaluated through a sample survey. Abroad, Cccnerce will monitor 
foreign governsent adherence to the agreement, particularly the 
nondiscrlftinatlon provisions.

Department of Agriculture

In addition to foreign tariff concessions obtained in the MM, U.S. 
agriculture will benefit froa almost all the new international code 
agreements and especially those on subsidies, countervailing duties, and 
product standards. Other agricultural benefits should result from the 
information exchange agreements negotiated in the MiN, including the neat and 
dairy sectors.

The WTS will create opportunities to expand U.S. agricultural export 
markets. Because of the constructive advisory role played in the KTN by U.S. 
producers, processor*, and traders in identifying the export priorities of 
U.S. agriculture, the advisory coonittee mechaniw wii* continue to provide 
the agricultural sectot with a strong voice in futote trade policy decisions.

Agricultural attaches and counselors in U.S. embassies abroad will continue 
the long-standing practice of reporting changes in host country doc*stic 
policies that aught affect U.S. agricultural trade, (e.g. export subsidies, 
import licensing systems, changes in Import dutiesi. This information will 
go to a central point in USD* where it will be disseminated to interested 
parties.

The Trade Opportunity Referral System of USDA will continue to operate as a 
way of advising potential U.S. exporters of possible sales opportunities 
abroad. This system, combined with information on domestic policies, will 
better equip our producers for future probleas and opportunities that nay 
arise in international trade.

ASSISTANCE TQ SERVICE INDUSTRIES

A major portion of future economic growth and job creation, not just in the 
United States but in the entire industrial world, is expected to originate in 
th* services sector. Domestically, the service industries employ 7 out of 10 
employed Americans and account for $5 percent of America's GUP. 
Internationally, services have assumed growing importance in America's 
balance of payments. The growing importance of service industries has led 
the U.S. Government to upgrade Us assistance to services.

A number of organizational steps have been tanen to improve the U.S. 
Government's responsiveness to th* concerns of our service industries. 
First, th« Cccaercc Department has established an International Services 
Division in the Office of International Finance and Investment. This unit 
creates a central point in Cooser^ for coordination and corseunlcation wi*h 
the private sector on export promotion and assistance and industry specific 
problems.
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Second, the recent trade reorganization plan assigns the role of trade policy 
leadership in services to the U.S. Trade Representative. Primary 
responsibility far specific service sectors remains with the different 
agencies of the U.S. Government, such as Commerce, State, Treasury and 
Transportation. Given the range of agencies involved, USTR has established a 
subeonaittee of th<* Interagency Trade Policy Staff Com it tee to coordinate 
trade policy in this field.

* private sector participation in policy issues in services has been 
augmented by che establishment of two new advisory coremittees which will 
operate at different levels. The first, the Industry Sector Advisory 
Cocmaittee (ISACi, is coeposed of service industry representatives who will 
report through the Department of Cosaetce. The second, a Services policy 
Advisory Comittce, coapo^ed of chief executive officers and senior officials 
representing industry, labor, agriculture, and consumers, has been 
establi^ed by the US. Trade Representative. A third services conwittee, 
under the Labor Advisoiy Cosaittec structure, existed throughout the Tokyo 
Round of the MTN and wii t continue to function. These -jroups will provide 
technical assistance and policy guidance on foreign couroercial policies 
affecting U.S. service sectors. Since these coaalttees will Include fcey 
leaders of individual service sec tots, labor, and consumer representatives, 
they could becoae Key fora foi the formation of a unified private sector view 
of these issues.

The U.S. Government has actively initiated conversations with individual 
service sectors with a view toward developing strategies for pursuing the 
coonercial interests of our service sectors through negotiations. The 
initial focus of this activity has been to collect data on trade barriers 
faced by our service industries abroad. This initial barrier identification 
effort is being followed by the development of preliminary U.S. Government 
negotiating strategies on barriers to trade In services.

Cc ng ral^Po I ircy I s s je  * . In addition to overseas impediments, the competitive 
position of U.S. service firms la affected by general policies formulated and 
followed by the y.S. Government. Policy Issues cannot always be divided 
strictly Into "settees" piohleas and "goods" problems. These issues involve 
a number of ai«a%, e.g. export financing, tax policy, trad* policy, export 
licensing etc., ami require cooEdinau\xi through th< Trade Policy Coraalttee 
aechanisa among concerned Government agencies.

international ̂ TrAde Adaint j tta t ion

Trade ProcotiorL and ABa t stanc». Set Jice industries that receive Ccomerce 
proootlon ass^stince fall into two groups, it industries that export their 
services) *nd 2j Industries that jnovide back-up support to U.S. exporters.

Apart froa -anting, insurance, transportation, and conputer services, all of 
which r*qui»* special treatment, only a United number of service industries 
can expect t<~> realise significant increases in their export outputs. Efforts 
to promote and assist these industries in the past were hampered by a number 
of constraints. Cccaerce found that it is far more difficult to promote the 
export of intangibles ttjan to pioaote goods, in addition, »any of Cowaerce's 
proaotioMl **i '*-«s, "uch ?» ad caspaigns, are not applicable to service 
industries.
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Despite these constrairts, Conraerce has begun to take a fresh look at its 
trade promotion programs, which traditionally have been tailored to tangible 
Merchandise. Thia review is being carried out in cooperation with the U.S. 
Chamber of Coonerce.

Certain Connerc* Picjrams are particularly applicable to service industries, 
for examples

o Major projects Program; An important function of this program Is to 
help U.S. service firms win major contracts for planning, engineering 
or construction of substantial foreign industrial systems projects.

o Worldwide Information and Tirade jystea tHITS^; This new computerized 
International marketing interaction lysten can provide valuable 
assletance to service industries. Fir it, it can list U.S. bacX-up 
support services to U.S. exporters such as banks and freight 
forwarders. In addition, it can list services for export, such as 
consultants and architects.

o Multiplier^ program: Commerce is in the process of reactivating this 
program in which service Industries, designated as multipliers, 
cooperate with Commerce to provide Information, assistance, and 
encouragement to companies interested or involved in exporting. One 
proposal calls for aore specific program guidelines: a more activist 
role to b« played by headquarters in Washington; improved monitoring 
of auUplier activities; and greater communication and coordination 
between Washington and the multipliers.

o Industry _ Specific Problems; Aside froa its trade promotion 
assistance to service industries, Comae re* and other agencies attempt 
to eliminate or mitigate foreign country barriers to their freedoa to 
compete abroad. The frequency and conplexlty of these country 
problems vary widely because of the diversity of the service 
industries In size and node of overseas operation. For example, 
banking and insurance firms are often barred froa entry or expansion 
In many foreign countries, particularly In the developing world. 
Motion picture exporters face screentime quotas and discriminatory 
taxes on foreign filns while computer service firms are concerned 
with the potentially adverse impact that national privacy laws will 
have on the free transborder flow at information.

o Country _Speciftc Problems; Problems of service industries and 
individual firms are dealt with is they arise. Where appropriate, 
the assistance of the PCS is enlisted. In other cases, solutions may 
be sought under Section 301 of the Trade Act of 1974. In A related 
action, Cccnerce and USTR, in cooperation with the U.S. Chamber of 
C crane tee, are surveying various service trade associations to obtain 
a current inventory of overseas service barriers and Impediments 
which can be attacked on a bilateral or multilateral basis.
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Ff tv*_l Ser y I ce-

The objective of the United States Travel Service is to expand the United 
States' snare of International travel receipts, i.e., all spending for goods 
and services by persons traveling abroad.

Hhen purchased by foreign xicllors, goods and services such as hotel 
accoraoodarlonft, transportation, restaurant neals, sightseeing tours and 
souvenirs represent "Invisible exports." They are sold within the national 
boundaries, but produce foreign exchange earnings.

U.S. International tourisa and face receipts rose to new levels in 1979, 
exceeding $10 billion for th« first tiee, an 18 percent increase in current 
doll*: terns. In ter*s of constant (1972) dollars, the increase was 
9 percent, «ore than the annual average (7.81).

Based on 1976 data, the largest portion of all expenditure* by Mexican and 
overseas visitors (30.01) is for food and lodging. oth*r principal 
expenditure categories are gifts, souvenirs and purchases (27.0%); 
entert >ln«ent (18.0t)j secondary transportation (16.0%); and Blscellaneoua, 
inclv/.lng sightseeing and tips (9.0%).

Alt 'tough U.S. international tourist arrive! volusc for 1*79 rost 233,000 to 
2CM, the United States' share of total iitr'.iational tourist arrivals 
dropped slightly In 1979, representing about 7.2 percent of arrivals 
worldwide frost 7.6 percent In 1978.

The United States Travel Service's prl&ary aission, under the International 
Travel Act, Is to "... develop, plan and carry out a cccprehenstve program 
. . . to . » . stimulate . . . travel to the U.S. by residents of foreign 
countries . . .*

Below is a description of sose of the agency's services to help the U.S 
travel Industry conpete in the International tourism narfceta

Market Development, The agency brings U.S. travel suppliers together with 
potential foreign buyers through travel trade shows, travel Billions and 
on-site Inspections of U.S. travel facilities, attractions and services. In 
addition, seed none/ and advice are provided to foreign tour 
op-jratorVholesal*rs to fund such it cos as the production and distribution 
o' tccr cataX^fr featuring U.S. t.-avcl offerings or training programs for 
retail travel agents. n 1979, travel trade participants In travel trade 
shows oigaMzed or eo-spwnaored by USTS totaled about 30,000. More than CO 
travel missions froa U.S. states or cities were assisted by USTS personnel 
who counseled illusion advance teaasj cade protocol arrangement* with foreign 
goverwwnt affi talsj adapted, translated and disseminated publicity 
material] lulled nvi tat Ions to the local travel trade; and prepared and 
conducted (wrket br >fings for tdsslon aeabers.

Conver.*ion Intelligence. The agency provides U.S cities with information on 
international associations permitted by their bylaws to eeet outside the seat 
of their respective headquarters and which have not recently aet in North 
America foreign association executives are taken on guided inspection tourt 
of U.S. fonv«ition facilities. In 1979, O.S. cities using USTS sales lead* 
obtain* 3^ irternatlona) congresses.
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Travel Trade Education. Information about services offered by U.S. travel 
suppliers,entryrequirement*, climatic conditions and U.S. travel 
opportunltle* Is disseminated to top-producing retail trade agent* k f, 19 
foreign markets through sealnars, inspection touts and newsletters. In 
addition, (JSTS personnel abroad make sales calls on principal retail travel 
outlets In their respective regions, alerting counter sales representatives 
to new U.S. travel options and providing other technical assistance. In 
1979, USTS personnel abrud completed more than 14,190 sales calls and 
serviced nearly 111,000 Inquiries froa foreign retail travel agents.

Consumer Information. VISIT USA travel, planning infornation and aids *uch as 
maps are given to individual potential visitors who wish to visit the United 
States but prefer not to use the services of a travel agent. Total consumer 
inquiries processed by Travel Service or contract personnel In 1979 vas 
354,055, 14.2 percent more than In the previous year.

Technical Assistance. Market research, arrival and expenditure data and 
advice on effective marketing tools and techniques ate provided to U.S 
states, cities, and companies via seminars, conferences, newsletters, and 
direct nailing.

Regional offices of the United States Travel Service ate maintained in 
Toronto, Mexico City, Tottyo, London, Frankfort and Paris. Each office 
administers a region-wide program which encompasses its host country and 
selected Backets of high potential. Travel development activities In the 
latter markets are carried out by U.S. Foreign Service personnel In 
cooperation with representatives of O.S. 'ravel industry eleatnts resident in 
the country and under the supervision of USTS Regional Directors.

THE^IHTERACEMCY COAL EXPORT TASK FORCE

Numerous studies have indicated that the U.S., with its proven coal reserves, 
can become a roajor exporter of stew coal. In addition to helping to offset 
the current annual oil ixpott costs of nearly $100 billion, coal exports can 
help other nations reduce their oil use and thus further moderate world oil 
demand and reduce the upvard pressure on oil prices.

The purpose of the Inter agency Coal Export lICEj Task Force is to develop a 
report for the president to;

o determine the means to substantial*? increase U.S. coal exports In an 
envlronsentally acceptable eannsrj

o Identify the impediments to *uch increases:

o recoezend appropriate Government (Federal, State, local) and private 
sector actions to achieve thea.
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The Tasic force is chaired by the Deputy Secretary of the Depercent of 
Energy, Agency participation includes the Departments of Conferee, State, 
Transportation, Labor, the Army Corps of Engineers, and USTR among others. 
The ICE Task Force is composed of six working subgroups reporting to an 
executive secretariat. The six subgroups consist of: Supply and Demand, 
Marketing and Business Issues, International Cooperation, Environmental 
Issues, inland Transportation and Ports, and Ocean Transportation.

The Task force, which was for»ed In April, i960, is expected to forward a 
report to th*» president In December. 1980.

EXPOR7 TRADIHG COMPANIES

Small ai*4 medium-sized companies represent a large untapped export 
potential, scae iOO coapanici account for roughly half of all U.S. export* 
of manufactured goods, and only about 30,000 of the nation's approximately 
250,000 maiufacturing companies now export At all. Yet research by the 
Department of Coonetce suggests that at many as 20,000 additional companies 
Manufacture products at & price and of a quality that would be attractive to 
foreign buyer*. Almost all of these additional cocpaniev are small or 
medium- sized. Paced with a large and attractive domestic market, and 
concerned with the uncertainties in exporting, these companies have not 
undertaken to seil abroad. For these companies a Cull-service export 
intermediary would be of great advantage.

To Ciju this need, the Administration strongly supports legislation designed 
to facilitate and preset e the formation o{ export trading companies (ETCs). 
Th«se intermediaries could provide "one-stop* exporting services for U.S. 
manufacture** iv analyze foreign markets, arrange for transportation and 
finincirq of exports, hand** documentation, distribute the product? abroad, 
and conduct after-sales follov-up in the foreign markets. Alternatively, 
export trading companies could buy and sell on their own account, thereby 
allowing wall conpanies to sell locally to an ETC for distribution of their 
products around the world. Export trading coepanles could. In effect, 
reUe\» a U.S. company of all tasks associated with successful exporting 
except fr«t tte ^tixItKtlon $f the product itself. Export trading companies 
woold r***»7» *c<xio3i«'s of jcale beyond what individual conpanies coyld hope 
tft a-Ai^v». PTts *houid tncieas« exports from all kinds of companies, but 
they vi*i be of particular assistance to the saall or nedlu»*9lzed firv for 
which exf-ortlng would be prohiblt'vely expensive.

Oxer tr* yeiry, there have developed a variety of export Intermediaries that 
astuat-. *v> o^ha»f of client, firms, varying portions of the export burden. An 
•export orui^t,* fot »xaai>le, receives a fee for bringing together the U.S. 
seller and overseas bu/»K s-,ich a fira does not take title to the goods and 
assua«ii -KJ t ntnciJtii risk. An "export merchant. " by contrast, buys and sells 
on ti * s*n account, seeking out needs in foreign markets and making purchases 
in t(*> orited states to D*et those ne. 4s. The merchants generally handle 
fungible, ?p«niy traded products for which a brand naae or manufacturer's 
identlf icatiort ii not taportant. Another type of inter&ediary is the 'export
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management company" (DC), which acts as the export sales department for more 
than one manufacturer. EMCs may act as Independent distributors, purchasing 
and reselling goods at an established price or profit margin, or as 
COMIs*Ion representatives taking no title and bearing no financial risk In 
the sale. Additionally, the Federal Government has made several attetpts to 
encourage cooperative expwting through the use of "piggyback,* "combination 
export managers/ and "matchmaker" approaches. Hone of these approaches has 
had a sustained, broad-based success. Host have offered only United 
services to manufacturers, vho find tl«it they can easily duplicate these 
services themselves once export markets are developed.

Traditional U.S. export intermediaries bear little resemblance to the trading 
companies of other countries. Hany of our major trading partners ~ 
includlng Japan, West Germany, France, and Hong Kong   employ sooe fora of 
sophisticated export trading entity to represent manufacturer* abroad. These 
trading companies are large enough and sufficiently capitalized to provide a 
full range of export services. Th«re are many reasons for the success of 
these companies. They have expert, worldwide marketing networks. Hiny have 
access to high-leverage financing and favorable Insurance rates. Much of 
their operating revenue is untaxed.

Foreign ETC models, especially the Japanese model, cannot and should not be 
transferred in their entirety to the United States. He can, however, 
facilitate the formation of trading companies, consistent with our 
traditional reliance on the market system, to serve many of the sane export 
functions. A number of bills now under consideration by Congress have just 
this purpose.

The Administration has worked closely with Congress to develop legislation 
that would reatve some regulatory Inhibitions on the creation of these 
companies. There are three important Ada!nistration-backed provisions In 
5.2718 and similar House bills.

The first would allow commercial banks to invest in ETCs. This would mark a 
limited departure fron the traditional separation in the United States of 
banking and commercial activities. Many banks have the capital, the 
international expertise, or the relationships with domestic manufacturers 
that can contribute to successful CTCs. If allowed to participate directly, 
banks can play an important role In organizing and managing ETCs.

S.2718 contains a number of important limitations on bank ownership, all 
designed to ensure the safety and soundness of the parent banking 
organizations. Specifically, a bank organization would be authorized to 
invest no more than five percent of its consolidated capital and surplus (25% 
in the case of Edge Act Corporations) In one or acre CTCs. A bank could 
invest up to $10 million in CTCs without prior regulatory approval if the ETC 
would not becooe the bank's subsidiary. Prior approval by the appropriate 
federal regulatory agency would be required ifi 1] a bank planned to Invest 
more than $10 million In an ETCi 2) the investment would result in an ETC 
being a subsidiary of the bank] or 3t if a group of banks would own more than 
50 percent of the ETC.
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Th« second important provision in S.2718 is Its ar-emx-nts to the 
Webb-poBerene Act of 1918. The Hebb-Poaerene Act has p:ovided *n exenptlon 
fro* the antitrust lavs for agreements or acts taken i.t the course ol export 
trade by an association entered into foe the sole purpose of export tu^e. 
The Act applies only to the export of goods. It has been criticized by aany 
segments of the business coonunity as being too ambiguous to provide comfort 
against the risk of criainal prosecution or treble da*age actions for 
violations of the antitrust lavs. (Antitrust issues affecting exporting are 
discussed more fully in Chapter 9 of this report.)

The antitrust provision of 5.2718 would provide a method foe both traditional 
Nebb-Ponerene associations and export trading companies to obtain an 
assurance of Imunity froa the antitrust laws for their export activities. 
It would also extend their immunity to the export of services, a sector that 
now represents 65 percent of our gross national product. The bill provides a 
certification procedure, under which Webb-Pomercne associations and export 
trading companies would apply to the Secretary of Coca*tee for certification 
that their proposed export activities will not expose then to antitrust 
liability. Th« Secretary, after consultation with the Justice Departaent and 
the Federal Trade Ccoalssion, can Issue suc*i a certificate if he has 
determined that the proposed activities will serve to promote exports and 
will not have substantial anti-coepetitive effects within the United States.

As with the banking provisions, the antitrust portion of 5.2718 provides only 
circumscribed exceptions to the general regulatory scheme and establishes 
procedures to ensure against abuse. The Secretary aay revoke this 
certificate whenever the certified entit/ ceases to confers to the statutory 
standards. Justice and th« PTC are empowered independently to seek judicial 
voiding of the certificate. The antitrust isnunity, however, cannot be 
removed for activities covered by the certificate during the period that the 
certificate vis in effect. This feature gives export associations and 
trading companies the certainty they R«<V).

The third Adrainist rat ion-backed provision of 5.2718 would broaden available 
sources of financing for JTCs by providing fot ioar.s arj guarantees froa the 
economic Developsent Administration, ihe 5suli Business Administration, and 
the Export-Irport Sank. Specifically, EDA and S8A are directed to give 
special weight to export benefits vhen considering *oans and guarantees to 
ETC* for initial investments and operating expenses. In addition, the 
Export-Import Bank »s authorized and directed to estabnth for export trading 
cospanies a progria of guarantees ftn coeatrcial loans, secured by accounts 
receivable and inventory, vheie the private credit oarxet is not providing 
adequate financing.
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CHAPTER 6. _.__ FINANCIAL ATO TAX 1MCE?*TIVES

EXPORT

Peflnitlo>i^>f the Incentive

The United States Government, through the Expoit-Isport Bank, agricultural 
credit prograas, and U.S. bilateral foreign assistance, of fen financing 
specifically directed at pt erecting a vide tang* of exports. To Beet foreign 
export credit competition, this financing is often on terns aore attractive 
than the private financial aarket wvuid offer ior stailat export transactions.

The general goal of the U.S. Governnent's official export financing policy is 
to promote exports through e*ans that supplement the private financial 
•arket. The following sections of the report detail efforts to prcoote 
non-military exports through official financing.

Export-Iaport BanV

j^ckground. The Export-Import Bank was established in 1934 by sn executive 
order and incorporated as an independent U,s. Govtrrsent Agency jnder the 
Export-Import BanX Act of 1945. It assists in financing the sale of U.S. 
goods and services to overseas buyers. The Bank provides a variety of 
financing prograas to help U.S. exporters, including direct credit*, 
guarantees, and Insurance. It is statutoraily mandated to support and 
vncourage but not coopete with private capital in the financing of U.S. 
exports.

Btimbanlc'f prograa levels and especially its loon authorization ceilings are 
approved annually by Congress. The Bank i* required *./ law to take Into 
account Its average cost of ooney when setting its interest ratts. The J978 
aaendnents to the Sxport-Iaport flan*. Act also enphaaized that the Batk should 
ptovlde export financing at rates and tcrss competitive with those offered by 
foreign official export credit agencies. To acet foreign competition, and 
because donestic private interest rates ar« high, Exii&ank loans are offered 
at rates below the present cost of government borrowing. The subject of 
Interest subsidies is a current aatter of International negotiation.

Zn ft 79, total £xi*bank authorizations increased 29 percent to $9.49 
billion. The export value supported under all progr-n* increased 29 percent 
to a record level of $13.6 billion. For FY 80 the Adainistration sought 
still greater authority with respect to Cxisbank direct lending, which 
Congress has not yet approved at th« tin* of this report. Consequently, 
Rxlabank Is forced to operate at rx 79 levels. The sections b*;ow outline 
the najor &cl*bank prograss.

The direct credit^progiaa -- Under this prograa Exicbank finances U.S.
exports for aajot^ foreign projects warranting cepayxent tera» of five years
or longer. &ci»£u.n)t t-cefert that private credit be utilized to the tuxiaua



80

6-2

extent possible. However, private institutions may be unable or unwilling to 
provide all the credit required, the repayment term of U.S. cooaercUl bank 
lending may be too short, or the interest rate under floating rate practices 
may be too high or too variable relative to government-supported interest 
rates offered by foreign suppliers. In such circumstances, Exlobank 
supplements the market with its own long-teen loans at fixed and competitive 
Interest rates. The percentage of the export contract supported by an 
RxlAbank loan Is referred to as "cover."

Until recently, Bximbank fr^s been increasing its level of activity and 
competitiveness. tevels of direct ciedit activity in PICVIOJ& /«LJ. » .a.v 
been. In billions of dollars:

Table I

Direct ̂Credit Author i nations 
($ billions)

1970 $1.6 1972 $2.1 1974 $3.8 1976 $2.1 1973 $2.9
1971 $1.7 1973 $2.3 1975 $2.5 197T $0.7 1979 $3.7

(Sources Exicbank Annual Reports)

In 1980 the requested loan level is $4.1 billion aid in 1931 the requested 
loan level it $4.4 billion. (In addition, authority to issue $1 billion In 
supplementary guarantees is requested.) In the face of foreign credit 
competition Exiabank reduced its interest rate to an average 8.3 percent. 
Average cover was increased Iron 40 percent to 60 percent overall and 
70 percent on non-aircraft cases, in recent oonths, how«ver. Eximbank has 
been forced to increase its interest rate and decrease the cover on Its 
direct credit program due to dela/ed enactxsnt of its budget request and a 
Mgh volume of credit applications steaming frco tight conditions In the 
financial Markets.

Private Export Funding Corporation   In addition to the above programs, 
Exioban*. unconditionally guarantees the fixed tate, mediua- to long-term 
loans offered by the Private Export Funding Corporation (PETCO). PEFCO Is 
owned by private U.S. cosnercial banks and corporations, but Its loans are 
near substitutes   despite higher Interest rates   for Exlxbank loans 
because ot the unconditional Exiabanfc, guarantee. During 1979. PEFCO offered 
a total of $475 million in new loans, triple the 1978 level of $159 Billion.

nnancial guarantee programs   Exiabank also provides financial guarantees 
vhich give repayment assurance to private financial institutions that extend 
loans for csajor export transactions. In FY 79, Exixbank authorized $480 
 ill ion in financial guarantee*, aostly in support of PEFCO loans. This 
represents an increase of 109 percent over the PV 78 level of $230 nil lion In 
financial guarantee prograas. Total financial guarantee exposure as of April 
30, 1960, wa» $4.2 billion.

Credit Insurance Association   The Fo.reign Credit Insurance 
Association <FCIA) is an association of sone 50 t-C the nation'* leading 
insurance cospanies. It works in cooperation wtth EximbanV to assist
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American exporter* by insuring their export receivables against commercial 
and political loss, thus facilitating the offer of credit teras and the 
financing of the foreign receivables. FCIA offers a variety of short- and 
aediua-term policies. It underwrites the coaaercial credit risks, including 
buyer's insolvency o: protracted default* while Eximbank covers all political 
ricks such as war* revolution/ expropriation and currrency inconvertibility. 
Eximbank *l*o provides reinsurance on certain excess comercial risks to the 
Insurance Industry. In 1979, Exiobink authorized 2,315 PCIA Insurance 
transactions, a 29.2 percent increase over 1978's 1,791, totaling $4.1 
billion, an all tiae high. These supported $5.9 billion In U.S. exports, an 
Increase of more than $1 billion over 1978.

Short-tern programs   Exiabank provides support for short-tera transactions 
for up to 180 days exclusively through FCIA policies. These include; 1) the 
Sho^t-ters. Policy, which normally covers up to 95 percent o* connercial 
credit risks and 100 percent of political risks; 2) th« Master Policy, which 
insures all or a reasonable spread of an exporter's eligible sales, both 
short- and medium-tern; and 3) a special FCTA policy to support the export of 
services.

Hedtua^tera programs   Exiabank has three aa;Jor aediua-tera programs that 
support sales of capital goods and equipment and othei products *nd services 
requiring repayacnl teras of up to five years; 1) insurance coverage) 2) 
guarantees covering aediua-tem loans by U.S. banks, and 3) discount loans to 
U.S. banks. Medium-tero insurance includes the FCZA Mediun-tera Policy, 
Short- and Mediua-tero Combination Policy, Master Policy and specialized 
coverage such as Pre-shipnent Coverage and Switch Cover for foreign 
distributors.

Und.cr the Ccnnercial Bank Gu-rsntee Prog ran, Exiabank will Issue guarantees 
to connercial banks prepared to finance a mediu»-t«ra export sale, covering 
such risks as buyer's insolvency or protracted default and political risk 
such as war. insurrection* expropriation and currency inconvertibility. 
Eligible institutions include coaaercial banks. Edge Act Corporations, and 
U.S. branches and agencies of foteign banks. In FY 79, Eximbank authorized 
573 Bank Guarantees, totality $399.2 ailiion. This represented a 15 percent 
increase over the $34$.8 million authorized in 1978.

Exiabank's Discount Loan prograa enables U.S, cocaercial banks to extend 
fixed-rate aedluo-trra export credits that they would otherwise be unable to 
undertake. In most cases, Exlmbank extends a loan against a connercial 
bank's purchase of a foreign obligation far up to 100 percent of the financed 
portion. Extabank vm also purchase the foreign obligation fron the U,S. 
bank with full c*course. The usual interest charged by Eximbank is one 
percent below th* yield to a cotaaercial bank on Its exjort credit. In 
1979-80j the Discait.t Loan prograa was tightened due to unexpectedly high 
loan demand reflecting high interest -ates in the private* sector. Uuring 
1979, Exlabtnk incttased its authorizes discount loan comattaents by 31 
percent fcon $497.3 &HUon to $650 nillion.

S«aJl_J)usiness expprts « Ktlxbank is cognizant of the needs of sr*«U 
exporters and has taken a nuaber of steps to Beet their needs. The 
short-tera export credit insurance policy for snail Business exporters was
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widely used in 1979. The policy provides .n^rcased protection against buyer 
bankruptcy and other conacre.al default rjsks at no extra premiun. Similar 
preferences for snail exporters also <uc available for single-transaction 
 edlun-tern guarantees and Insurance. At year-end 1979, 106 snail business 
insurance policies were in effect with an export value of $15.7 nilHon. 
Furthermore, Exi«bank recently liberalized its eligibility criteria for the 
use of theee programs by saaU and aediun-sized enterprises. Eximbank also 
participates, with Cocwercc, OP1C, and SBA, in senmars around the country 
directed at inforaing seall businesses in exporting. Eximbank has installed 
a toll-free "hotline" to provide general infutaation about export financing 
and specific infornaUon about Eximbank prog.ans. it should b* further noted 
that SBA, with Exiabank help, launched a 6-rsonth pilot program in March 1930 
to guarantee shott-term lines of credit ft en cosncrcial bonks to fin*tee 
specific export contracts of saall businesses. It successful, the progran 
will be extended.

The Context^ of Official Expoit Financing. The great bulk of financing for 
U.S. exports is provided by ptivate institutions. Eximbank provides direct 
financing for only two to three percent of U.S. exports. In 1977, the ratio 
of long tern direct financirg t« total exports was below that of our major 
export coBpetitois. In 1978, this ratio was about th« ia»e as that provided 
by these countries.

Table 2

Ratio of Lonq^Te_rj^xpor.tj_Crj>_djj:^_t_o_TQt.\l Exports

1977 1978

Japan
United Kingdou
Franco
Ccra-iny
United states

(Source. Report to the U.S. Congress on Export Credit cospetition and the
Export-loport Bank of the United States. January 1980; IMF 
International Financial Statistics, June 1979)

Charges are often made that Exiabank has been less cospetitive than its 
foreign counterparts in suppotting U.S. exporters. This view does not, appear 
to be completely correct, of 143 Exiabank-supported credit offers in FY 79, 
Exinbank studies jhow that only eight were lost because Exinbjnk offered less 
competitive financing than other official export credit agcncte*. Seven of 
these eight were lost because foreign govcrnaents provided aid-type 
financing, vhlch Exishank can aect only on a selective basts.

Additionally of Exyabank lending   The relatively insignificant nunber of 
sales lost because of uncoapctitive Exinbank, financing atay suggest to sone 
that the Bank 15 perhaps d?ing too such trade financing. To sec if that was 
the c*«e. Treasury staff analyzed F* 78 Exiisbank loans for the probability of
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"addltlonality". They defined additionally as the extent to vhlch ExlabanX 
financing was essential to offset: 1) inadequate private financing; or 2) 
foreign official financing, to assure that the U.S. export would take place.

The study concluded that, for Ft 78, exports supported by ExinbcnV; direct 
credits had a probability of additionality somewhat greater than 70 percent. 
This argues that Exlabank is substantially; fulfilling Its legislative
mandates.

Exinbank budget   One feature distinguishing Exisbank froei several major 
foreign competitors is the latters relative ease of obtaining government 
resources. Exishank lending nust conform, of course, to annual dollar limits 
set in the normal budget process. In FY 80, the demand foe Rctmbanfc loans 
far exceeled the funds available, leading to sharp progran restraints and the 
deferral of semi loan approvals to the following fiscal year. As Exiabank's 
budget authority is part of the Foreign Assistance Appropriations Act vhlch 
frequently expec *nces delays in Congressional enacutent, the level of 
resources a"ailable to the Bank also nay be uncertain well Into the ftsctl 
year. It should be pointed out that ail Federal Government credit programs, 
Including Kciabank, will be subject to legislative ceilings beginning In 1981 
as part of the Administration's effort to liait Federal Intervention In the 
credit markets.

By contrast, foreign export credit agencies appear to encounter fewer 
resource problems. Sosc governments subsidize the Interest rate on private 
loans to finance export*, thereby presenting apparent lower initial budgetary 
costs. Other governments rediscount export loans readily with off-budget 
central bank facilitates, thus avoiding budget charges. A 1980 ExIabank 
study found a generally higher coanitacnt to export credit by major foreign 
competitors than by Eximbank, as measured by availabilty of financing to 
exporters, budgetary constraints, and annual appropriations.

Foreign official «xport credit josgetition   Despite the relative success of 
Exlmbank's direct credit progran, pressure on U.S. exports frco foreign 
official export credit agencies has continued. By and large this pressure is 
the result of interest rat* subsidies offered by foreign countries. An OECD 
study suggested that these subsidies cost OBCO member governments $2 billion 
In 1978. The ris« in interest rates in most financial markets since 1978 has 
neant that these subsidies increased substantial!/ since then. Interest rate 
subsidies on official export credits are currently estimated at around 5$ 
billion. The size of these subsidies has naje it Imperative that th« 
International negotiations to reduce and uluaately eliminate them succeed.

Steps to Strengthen Export Finance Incentives The Administration plans to 
laprove the financing support it provides to U.S. exporters by seeking 
Congressional approval of increased budget resources for Exisbank whll* at 
the sa»e time negotiating with our najor trading partners to render export 
financing a neutral factor in International trade.

International negotiations « The Administration has pressed hard for 
meaningful international negotiations and in the past 3 years alone has 
raised the export credit issue on 31 separate occasions in bilateral and 
 unilateral fora. Kany of their talks have centered on the International
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export credit Arrangement, an informal understanding among major 
industrialized nations establishing inter alia minimum Interest rates and 
aaxlmuii repayment terms on export credits.

Last fall, other countries showed a renewed willingness to achieve a new 
measure of discipline in this area. The most Important result so far is the 
Hallen Report* named after its principal author. The report proposed to 
correct two basic problems with the existing Arrangement. (1) the minimum 
interest rates, which have remained unchanged since July 1, 1976; (2) and the 
inflexibility of the Arrrangement minima with respect to currencies. Since 
market rates differ sharply from country to country las well as over time, 
for all countries), pronounced anomalies can thus appear among countries, 
with son« countries allowed to subsidize more than others.

The framework proposed in the Hallen Peport involves a differentiated rate 
system for export credits* which would rectify both problems. First, it 
would synchronize minimum interest rates with actual rates in the respective 
capital markets. Second, it would vary the mininun interest rates on 
official export credits by currency.

Overall, the proposed new framework would not only relate the minimum 
interest rates to market rates of interest in the various major currencies, 
but also it would change these rates from time to time as capital market 
rates change. The idea would be to adjust the minimum interest rates, 
periodically and automatically, using long-term government bond yields in the 
various countries as benchmarks.

The U.S. Government firmly supports a differentiated rate system. Such a 
system would place all official export credit offers on a much more equitable 
basis. It would greatly reduce subsidies and the dangers of an export credit 
war.

An interim measure   In mid-May of th's year, the participants in the 
Arrangement, some 22 industrial nations, net in Paris to consider the Wallen 
proposals. At the meeting, the European Economic Community announced that it 
was not yet ready to approve a differentiated rate system along the lines 
proposed in the Hallen Report. The Europeans did offer, without prejudice to 
further consideration of the Wallen proposals, to raise the present 
Arrangement minimum interest rates by 1/4 percent for loans to poor countries 
and 3/4 percent for the intermediate and ri;h countries. This took effect 
July 1st and is a step in the right directior. -t will reduce the subsidy by 
participants on export credits this year by as much as several hundred 
million dollars.

By itself, the EEC offer was clearly inadequate. But it was acceptable as an 
interim measure. At the Paris meeting, it was agreed that December 1, I960, 
would b« the deadline for reaching agreements on a revision of the 
Arrangement. The U.S. Government followed up on the start made at the Hay 
meeting in Paris by urging the Venice Suonit to support improvements in the 
Arrangement. The Summit participants agreed with much of the United States' 
proposal. The Suactit Corwunique stated that "we shall work together ... to 
strengthen the International Arrangement on Export Credits ... by 
1 December 1980 ... to bring the terms closer to market conditions.*
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Increased budget resources   To match foreign credit competition aore 
aggressively and as a relief valve for Eximbank, the Administration Is 
seeking {mediate Congressional approval for an Increase in Eximbank's 
Progcam Activity. Part of the increase would support up to $350 million In 
direct credits, while the remainder would allow the Bank to provide more 
financial guarantees for exports. The resulting program would total $5.1 
billion, as in the Administration's original proposal.

Private Sector views. The extensive written comments from the public in 
response to the Federal Register notice of April 29, 1980, included many 
suggestions and criticisms on Eximbank. Of all the specific incentive 
issues, this was most frequently cited, with about 30 percent of the public's 
response making some mention of it. A survey also was made of selected 
Foreign Service posts to obtain their perspective on the local market. 
Export financing was prominently mentioned in these replies as well, although 
to a lesser degree than certain other issues. Finally, a conference was held 
of knowledgeable private sectoe individuals in the export financing field who 
made a number of specific recoaseendatlons.

Moat public respondents commenting on export financing applauded Exlmbank's 
efforts in the past two years to support exports and natch foreign official 
export credit competition. However, an overwhelming majority of such 
respondents indicated that these achievements did not go far enough or might 
prove Impermanent. They cited a recurrent lack of adequate and reliable 
resources which has made Eximbank less competitive than its foreign 
counterparts In terms of interest rate, maturity ar.<S downpayment 
requirements. A lesser but still substantial number of respondents 
complained that ExiiDKunk programs are geared to large companies, leaving 
small and medium-sized exporters without access to official export financing 
facilities, while others found Eximbank's policies and progtans too rigid In 
terms of the markets the Bank served. The latter urged aore medium-term 
financing as well as more flexibility to adapt to the chavjing needs of all 
U.S. exporters. Some complaints dealt with the use of Fximbank financing to 
achieve foreign policy objectives, time delays experienced in the application 
process, and the lack of financing for foreign content and local costs.

Many of these suggestions are receiving closer attention within the Executive 
Branch as a result of the National Export Policy and the Trade 
Reorganization. It should be noted that son* of these suggestions conflict 
with statutory mandates, international understandings between the U.S. 
Government and other countries, or priority Administration objectives In 
other areas. However, the pressing problem of Eximbank resources is 
receiving urgent attention within the Administration. Among the principal 
private sector suggeations were the following:

federal budget resources for Eximbank   Several suggestions offered by the 
public dealt with their concern that. 1) Exiabank funding was subject to 
unusual delays in the Congressional budget process, and 2) budget resources 
currently provided for export lending were not adequate. To increase sales 
abroad, many exporters felt that a stable and adequate source of competitive 
funding for Exlmbank was a necessity.
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To deal specifically with the problem of delayed bugct approval, it was urgsd 
that Exinbank be removed from the section in the Federal Budget dealing «i:h 
foreign aid. Exporters argued that foieign aid programs traditionally have 
difficulty getting Congressional approval, with consequent delays in the 
approval of the Exix&anfc budget. They suggested soving Exiabank ftoca line 
150 (Foreign Affairs) of the Federal Budget to soae oth<*r line, or shifting 
It from the Foreign Assistance Appropriations Act to another appropriation 
act.

The suggestion addresses the problem of timely enactment of Eximbank 
commitment authority, which was seriously delayed in FY 80. It does not 
address, however, the issue of the appropriate level of Kxiabank resources, 
particularly vis-a-vis other program claims for the Federal budget dollar. 
Since Esirbank usually has received ftera Congress its full budget request in 
years prior to FY 80, the consequences of shifting Exiabank would have to be 
carefully considered.

Another suggestion was that Exisbank operate on a xulti-year budget rather 
than a single year budget. The rationale for multi-year budgeting is that it 
would provide Eximbank with a core precise forecast of the resources 
available to it. There is some question as to whether this proposal would 
conflict with the requited flexibility of the Executive Branch and Congress 
in setting annual audget limits in light of changing fiscal and monetary 
conditions. Moreover, the demand for Eximbank credits fluctuates according 
to financial market conditions. Haiti-year budgeting would not necessarily 
assure that the required resources for a given year were available.

Several private sector suggestions concerned the related problem of the 
adequacy of budget resources currently provided for export lending. These 
suggestions dealt with the possibilities of a aore automatic rediscount 
facility, privatization of the Dante, rcsoving Exiabank feora the totals of the 
Federal budget, and an increase in the capital of the Bank, while such 
suggestions are directed at assuring the long-term stability, adequacy, and 
competitiveness of Exiabank funds, they raise fund&etental fiscal and 
budgetary questions of deep concern to Administration and Congressional 
policyauVers.

A more automatic rediscount facility would vaulate the practice of several 
foreign agencies whereby expoit obligations meeting certain requiresents are 
ellgibl- for central bank rediscuunting on a preferential basis vis-a-vis 
other obligations. Such practices tend to enlarge the supply of credit for 
exports oc reduce interest cosIs Eicc what they otherwise night be; automatic 
redlscounting provides a degree of cettainty of financing to the exporter. 
The Federal Reserve, in exercising its monetary policy responsibilities* does 
not accord special preference to specific econccic sectors. The Federal 
Reserve does provide, hovevei, in its capacity as a lender of last resort, 
Its o*mber banks with loans at the published discount rate for * limited 
period of tie* against acceptable collateral.

It also has be;n suggested that Exit&ank atght be transformed into a private 
or quasi-private entity outside of the U.S. budget, nuch as the Federal 
National Mortgage Association was transformed a nuaber of yw.s ago. Another
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proposal was that the U.S. Government night subscribe, through 
appropriations, to additional capital stock of the Bonk. Both proposals have 
coaplex Implications and warrant careful examination,

Offering foreign currency credits « A secord suggestion was that Exlabank 
should offer direct credits denominated *n foreign currencies, in addition to 
Its present policy of guaranteeing financing In foreign currencies. This 
suggestion is under review. At Issue Is whether additional U.S. exports 
would t>! created by offering financing In foreign currencies. The 
attractiveness of U.S. export credits would also depend on the interest rate 
charged for these credits and the degree to Men the exchange rate risk Is 
borne by Kxlabtnk, the U.S. exporter or the foreign laporter. This issue 
will becoae more important should major trading nations modify tht 
International Arrangeaent on Export Credits to adopt a differential rat-i 
systea. That systea contemplates allowing all countries to offer credits in 
any currency at the ninlnum allowable interest rate for that currency.

Attracting Institutional investors^ toward financing ^xpgrts *- A third 
suggestion was that Exiicbank should use its guarantee authority to attract 
Institutional investors « such as U.S. insurance companies and pension funds
  Into offering long-tera, fixed interest rate financing for U.S. exports. 
Exlabank, In fact, has already begun to use Its guarantee authority for just 
this purpose.

fixed interest rate gugpoct pro^raa   A fourth suggestion was that Sxlabank 
should offer a fixed Interest rate support program (FXRSP), which would 
involve Exlabank subsidy payments to private t.inVs of the spread between 
their noraal Interest rates and a rate predetermined to be internationally 
competitive. This would enable Exiabank to show lower initial budget charges 
and would align Exiabank programs acre closely with sooc of its foreign 
counterparts. Such a prograa, however, would isply acceptance of 
unpredictable and uncontrollable future budget costs as Interest rates 
change, as well as the possibility that government subsidies in export 
finance could become the rule rather than the exception.

More aedlua-tera^ financing   A fifth suggestion was that Exltsbank offer 
cheaper and iwre fixed-rate financing for aediua-tera export credits. While 
the Bank acknowledges that its prograas ore less coopetltlve than those of 
foreign official export credit agencies in support of Eccdlua-tera exports, It 
aay be restrained by ita statutory aandate to suppleaent, and not coapete 
vlth, private financing, in normal tlses, private nedlua-ter* flnancirg Is 
available to exporters. However, the problea arises when Interest rates soar 
and U.S. exporters are unable to find aediua-tcra financing on terns similar 
to those offered their foreign competitors. For Exlabank to becoae 
competitive in the aedium-tern aarket in such circumstances would entail 
credit subsidies and would require increases in funding of $5-10 billion, 
assuming no cutbacks in the long-tern credit prograas. The Bank Is currently 
reviewing what could be done to nak« its programs rore coapetitlve while 
trying to negotiate with its foreign counterparts an eid to export credit
 ubU Idles.
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Agricultural Credit^

Progrant. USD* maintains Important programs to assist in the financing of 
U.S. agricultural exports. These include the Concessional Credit programs 
under P.L.480 and the Commercial Credit progcans of the Conaoodlty Credit 
Corporation.

Concessional credits   Under Title I of the Agricultural Trade and 
Development Act of 1954 (P.L. 480), the United States finances the sale of 
commodities at concessional rates. The actual sales are Bade by private U.S. 
suppliers to foreign government agencies or private trade entities. The 
coiModiti** are then usually resold in the recipient countries and the local 
currency proceeds are used by the recipient government for purposes specified 
In an agreement between the receiving country and the United States. 
Repayment to the United States by the recipient governments are made in 
subsequent years, as specified in the sales agreement, usually over a period 
of 20 or more years. Title I originally permitted recipient countries to pay 
for concessional sales with foreign currencies; however, no new sales for 
foreign currencies have been made since 1971. Sales for convertible local 
currency credit were instituted as a transition to sales for dollar credit. 
These two methods for repayment of U.S. dollars on a deferred basis are 
subject to minimun and maximum repayment terns, as specified by Congress. 
Repayment terns are longer under convertible local currency credit.

These types of concessional sales programs often facilitate the development 
of comercial markets. Since the 19(0*s almost all major P.L. 480 recipients 
have substantially increased their commercial purchases of U.S. farm 
products. Many former recipients of P.L. 480 Title X credits, 
Japan, Spain, Taiwan, Colombia. Ecuador, and Brazil, are now good 
customers for U.S. agricultural products. India, once a recipient of P t*. 
460 Title I, was the largest cash customer of U.S. wheat In 197$.

Commercialcredits   USDA's coonercial export financing and guarantee 
programs are designed to expand and maintain our markets for U.S. far* 
exports. These programs differ from the P.L. 480 credits, most notably In 
that commercial credit teras are offered. When funds are authorized to be 
lent, the Interest rate charged usually is above CCC's current borrowing 
costs from the Treasury.

Currently, three commercial financial programs are operative: 1} Commodity 
Credit Corporation (CCC) Short-term Export Credit Sales Prograa (GSM-S)j 2) 
CCC Intermediate Ciedit Export Sales Program for Breeding Animals, (GSH-201Ji 
and 31 CCC Non-Connercial Risk Assurance Prograa (CSM-101). The last two 
programs are relatively new, and the bulk of commercial financing has been 
under the CCC Short-term Credit Program. For FY SI, however, budget 
authorization has been requested only for the Assurance Program. It is 
expected that coverage will be expanded to include all risks, and the new 
program is likely to be known a& the Export Credit Guarantee Program 
(C8M-102).

Purchases must be made from a U.S. firm, and only U.S. farm commodities are 
financed. Currently about 25 commodities are eligible. Each year sales to 
25-30 overseas markets are financed by the Short-term Credit Program.
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The amount of commercial finane109 provided changes from year to year but has 
been Increasing. During the last two years it reached SI.6 and $1.5 
billion. In the current year authority is provided for S800 million of 
direct credit*, plus $1 billion of guarantees. Fti FV 81, authority for $2 
billion Is anticipated, only for guarantees.

Under the CCC Short-tern Credit {GSM-5) and the Interaediate Credit (GSM-Z01) 
Programs, funds are provided by the U.S. Government. U.S. sellers register 
their sales with CCC, and buyers provide a commercial bank letter of credit 
(L/C) in favor o£ CCC. When the sellers ship the comodities, th«y provide 
CCC with export documentation, sign over the account receivable, and receive 
a check from CCC for th« U.S. port value. When payment is due, CCC draws on 
the L/C for the aaount of the principal plus accrued interest, end the 
account Is closed. The only real difference between these two programs is 
that CCC credit financing may be for a period of 6 months up to 3 years, 
while financing for breeding cattle may be provided for up to 10 years.

The objectives of the Assurance or GSM-101 Program ace the sane as for the 
Short-term Credit Progran. However, under the Assurance Program, actual 
funds are provided by U.S. banks, and CCC guarantees repayment in the event 
of default by the foreign bank for noncommercial reasons. In such casts, CCC 
would reimburse the U.S. bank and would collect from the foreign bank which 
provided the original guarantee, or possibly fron th« foreign governaent. 
Actual repayment terns and interest rates are fixed by the U.S. bank 
providing the funds after negotiation with the foreign buyer. The U.S. 
guarantee, however, is liMited to 3 years.

There Is one other difference between the programs. Under the Assurance 
Program, the U.S. exporter making the sale sends USOA a check for the 
guarantee preniun. This amounts to about one-third of one percent per annum 
of the unpaid principal, depending upon repayment terms. Costs of financing 
under the two programs is about the same. Under CCC Credit, there is no 
guarantee premium, but the buyer has to pay the cost of having a foreign bank 
L/C advised and confirmed i.i part by a U.S. bank. This is not required under 
the Assurance Program. The guarantee premium under the upcoming all-risk 
Guarantee Program may be slightly higher than under the Assurance Program, 
since both commercial and noncommercial risk will be covered.

CCC Credit has contributed materially to the expansion of U.S. exports since 
It* inception In 1956. In tts early years It was used to re-establish .Jaran 
and Western Europe as prime cash markets, vhlch the: are today. Later, It 
helped >ake the transition from concessional p.L. 480 purchases to commercial 
purchase* In market* like Brazil and Ecuador. Throughout the period it has 
been used to meet competition froa suppliers like Canada. Australia, and 
France which also provide credit terms. In recent years it has succesnfully 
opened several new markets tnd firmly established the U.S. as a major 
supplier. The Assurance Program has been popularly received in light of the 
current volatility of interest r^tes.

The current CCC program emphasis is on expanding markets in the developing 
world. Success of thit endeavor depends in large part on the availability of 
credit. Under the /agricultural Trade Act of 1976, Congress provided
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authorization for a CCC interaedlate credit program for Marketing 
facilities. Thi> program would provide financing for 85 percent of the value 
of selected U.S. agricultural comodity exports, on three to ten-year terns 
at commercial rates of interest, t/xral currency proceeds froa the sale of 
the conttodity would then be used by the importing country to finance 
construction of facilities to improve marketing, processing, distributing, 
storing or handling of agricultural commodities. There are no funds in the 
FY 1981 budget to implesent this program. The issue will be reviewed during 
the FY 1982 budget process.

U.S. Foreign Assistance Prograas

It is a policy of the United States to promote self-reliant, growth with 
equity among the developing nations. A number of complementary progrwas ace 
employed to achieve this objective, while the primary purpose of U.S. 
foreign assistance programs U to promote growth with equity, these programs 
also finance substantial amounts of U.S. exports. Besides tho U.S. 
Government programs discussed below, note should be taXen of the multilateral 
development banks, which receive contributions from the U.S. and which foster 
th« growth of key U.S. export aarket.* and finance foreign procurement of U.S. 
goods and services.

The International Development Cooperation Agency (IDCAJ is responsible for 
formulating sound development policies, providing budgetary guidance, and 
coordinating of the vatious agencies through w^.ich the United States provides 
development assistance. Hithir* IDCA are the Agency for International 
Development, the U.S. bilateral, assistance program) the Overseas Private 
Investment Corporation, which primarily provides political r*sH insurance to 
U.S. businesses investing In developing countries] and the Trade and 
Development Progtam which funds feasibility studies for projects which can 
lead to contracts for U.S. businesses and government agencies. IDCA has 
policy and budget responsibility for U.S. participation in U.K. development 
agencies. It shares with Treasury responsiblity fot our participation in the 
multilateral developcent bank* and with Agricuituce th« responsibility for 
directing the U.S. Food tor Peace Program (P.L 480).

Agency for Internetlonal Deveiopeent. Originally established in 1951 as the 
agency responsible foe the administration of the U.S. buateral development 
program, the Agency for International Development (AID) became part of the 
newly-created International Development Cooperation. Agency in 1979. AID 
provides grants and concessional credits (low interest rates and forty year 
Maturities) to developing countries in need ot such assistance. According to 
data published by the Census Bureau, $769 nilUon of U.S. aerchandise exports 
In FY 79 were attributable to aid loans and grants under the Foreign 
Assistance Act. These data may not record as much ai> several hundred million 
dollars of added U.S. costs associated with exports, in addition, AID's 
contracts with U.S. firms and institutions to provide technical services for 
projects abroad augment the merchandise export total.

AID'S assistance is directed to the poor people of recipient countries and 
emphasizes the participation of the poor in benefits of economic 
development. This development strategy means that AID'S efforts are largely



91

- 13

directed to basic human needs and are in such sectors as agricoltut . 
education, population, and health ^nd nutrition. These sectors va^niy 
require technical assistance and local currency expenditures.

During the cooing years MD intends to continue the policy of shifting 
resources Into tne lov-incone countries. Piogi.in* for Asia and Africa, '*lu;h 
naye the largest numbers of poor counter* and poor people, will Increase. 
In Latin America, the poorer countries «.e Mphastzed. This policy reflects 
  recognition that concessional ass.st-inct esources are scarce and that 
low- income countries have iiaited acices to pt*vate borrowing, face severe 
constraints on their ability to ser-ice vxtetn** debt, and are, therefor*, 
heavily dependent on officia* c^iesn.^ia* :»c*» for their developnent. AID 
lending to low-incoe* countries «*.. ro-unje to hav* priority over 
assistance to relddle-lncooe cou-t:i**,

"D's total functional and «**. c.--» MT> , *d to $978 alllion it. tTf 7s. 
Agriculture, rural deve-icpee-t i - -- *-> pcograas will continue co 
account for note :has ^if >; A.; - *. j*,*.jpe«r.t assistance* Population 
planning program will 4i»^ 3,-o« , -<*ii-'.^»»> ir rf 81, maintaining A 
15 percent share of the proqt** tv??--- *,*, a.sc. p.ans to increase progcaAi 
In energy, especially rtnewac.* e-- i.. . '-jpport for private volur.tacy 
organizations arid, through t"e i:-*.-j .-.3,*' *» Pittas, to support hous'r.g 
for poor people.

Econon I c_ Sugpo r t^ Fund   The Croio**. 5.?potc F^rvd (ESPI A* ati^jjated by trie 
Department of State and administered sf Ait j-idet policy ^uid\r.c« Iros ItxTA. 
It provides -sconce ic assistance to co> at* i*"« wVrc 0.5. to-*-** ». policy 
Interests can be served by bolstering w^rx-*^* ^^I^cted c> political ->r 
economic crises. The »ajority of ESF *oatUy» of SI. 7 biilion la r* 7»i . 
earmarked for the Middle East and is designed to supjxjrt JipJ***11 **. 
Initiatives to achieve peace and stability in that area. n *ddr mating 
developnent concerns ESF ca-» finance b»lan?e-cf-paywntj at is-*nc-, c* ̂ . 
transfers, coonodity import pcograas, ar.d ,a ge inf*jst *,t'ire project*. .\" 
applies procurement criteria sioiiat f> those ui fot'.t for its other pro^t , A 
vhere possible. In the case of Isiaei, V>w«ver, th« ESF is cash trantffct. 
Procuceaent under the reminder of ESF it *;t»d tu f.e 'Jnited States.

Trade and ptvelopcent ?rograa. The Tiad« *nd Devstopaeit ?rograa t -TJ* /« 
established on July 1, 1980, to prooote econ-m*. deveiopaent in Third Kor-d 
countries and the sale of U.S. goods and services to tlose countries TCP* 
the successor to the Retftbursabie Devetofecnt ?rogtoa of AID, has subs^art**! 
day-to-day tutoncey while receiving policy md budget guidance froa I OCA. 
TOP supports feasibility studies for ptOj^cU that can be firu-v-H by 
developing countries and undertaken by U.S. private industry or go*<:rra«r*- 
agencies. TOP expects to spend $4.0 alHion on iuch activities in rf 81.

TOP operates under the authority o Sect too* 6C7uj and (61 of the Foreign 
Assistance Act. Under Section 607 t«», TOP secvei a* the coordinating and 
authorising agency Cor the provist-0n o. ^QYeirjaent-to-governatnt technical; 
assistance or. a reimbursable basts, involving nany U.S. Cover natn* ?g*nci*t 
such as the Aray Corps of engineers and fN* rf*tet and Pow«r Rtsourcts Service 
of the Department of Interior.
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Under Section 66 i of the Act, TOP finances planning services leading to 
reimbursable program with U.S. Agencies or direct host governaent contracts 
with U.S. private firm for project i»?lesentation. TOP planning services 
includet surveys to identify potential projects, conceptual design and 
pre-feastblllty studies, feasibility studies, And design engineering.

TOP is involved in sone 40 countries around the world. ftcanpltiS of projects 
Include the following:

o Thailand: TOP was. able to attract $9? ail lion in contracts for U.S. 
engineering firos through feasibility studies and technical 
orientation assistance for a plinncd natural gas pipeline.

o Nigeria: Through TOP thousands of Nigerian students receive 
technical training in U.S. colleges and Institutions. 71., cumulative 
cost to the Nigerian Governaent has been approximately $40 million to 
date.

o Peru: TO ' is financing a study of the renovation of four pores 
through vMch Peru's -oinerals are exported. Such renovations vill 
lower trar, sport costs and accelarate port operations. Substantial 
exports o! U.S. port and aaterials handling cqulpnent will b« 
generated.

Establishment of the Trade and Development prograa wil*. help U.S. industry 
conpete more effectively with other industrialized countries for aajor 
development projects in the Third world. The foreign assi»carce pcosritss of 
France, Germany, Japan, and other OCCO nations Jier/e as expo:*, je-.^racois as 
well as development tools. For exaaple, tha Eutopcan C«j*wj.uty his, since 
197$, budgeted about $70 at 1 lion annually >c finance p*e-*i-tib.ltty and 
feasibility studies, and design engineering perfocaed by £*. as located in the 
Community. Other examples: in n 79, eidirg March 31, 1980, Japan b>idgc-.cd 
$55.7 Million for grants for feasibility stud*«i; in 1973, the Pedera, 
Republic of Ceraany co&nitted $60 aUIion, <\.id Fcar.ce disbursed $20. S 
Million In grants for feasibility studies.

Overseas Private Investment Corporatio-i. "n ; ^vr^^eas Ftj.va;e Investecri 
Corporation (OPIC) is an vrdependent, self-sun^iuing govtinsent co:porat.ui. 
that operates as a component of the International Development Cooperation 
Agency. Its purpose is to aobUizt and facilitate the participation of I'.S. 
private capital, and skills in the econoa.c ^nd itx.a*. dtvtiopaent of friendly 
developing countries. In recent years, d*ve*op..ty cujnu*es iiave becooe tha 
fastest-growing export aar^et for the United States and now receive over 
one-third of U.S. exports.

OPIC began operations in January 1971 under the .vitnor*zation of the foreign 
Assistance Act, as axended in 1959. Its present authority, which extends 
until Septtaber 30. 1981, is th* OPIC Asendacnts Act of 1978. Under this 
authority, OPIC offers eligible U.S. investors m developing countries 
political risk coverage, loans and loan ^arantees, and pretnvestaent 
assistance.
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The investments receiving OPIC's selective support have, had a po«It.v' e'frct 
on U.S. exports. OP 1C estimates that the projects it has supported over the- 
past flva years will generate an estimated $4.2 billion in direct U.S. 
exports during the first five years after project start-up.

FrogrtM   OPIC offers U.S. Investors in over 90 developing countries 
coverage against the political risks of expropriation, Inconvertibility of 
currency, and loss arising froa war* revolution, and Insurrection. This 
insurance is available for conventional equity and debt, and for arrangements 
euch as licensing and service contracts. Bilateral agreements between OPIC 
and host governments font the basts for providing these facilities and 
subrogation of rights should a claia be paid. In its finance program, OPIC 
Makes direct loans and guarantees loans against both commercial and political 
risk. OPIC loans are available to help finance projects that significantly 
involve U.S. saall business or cooperatives.

Oi»IC also offers pre-investaent assistance, such as partial feasibility 
funding, investment brewer Ing between O.S. investors and potential host 
countries, and sponsorship of investment Mission* to developing countries 
OPIC Kalntains special sector programs foe »in#ral and energy investment? 
food production, processing, and distribution; and U.S. snail businesses and 
cooperatives to facilitate their entry into intei nation* 1 markets. Finally, 
OPIC recently iapleneiited an insurance progran for bids, advance payments, 
and performance bonds related to construction projects,

Programs Related^ to Export Prottotion   HhUe the overall Impact of outvied 
direct Investment by U.S. f iras on U.S. export* has oven the Oftjcet <"f 
controversy, OPIC operates its prograa* in a selective manner refusing <T.-' 
support to a project which would have an adverse impact on the 
States. OPIC analyzes the potential competitive lapac!1 of each 
project it supports on the level of 'J.S exports and dosectic U.S. 
employment. Consequently* the foreign invvsoBeit project* selectively 
encouraged by 0?1C generally result in U.S. export benefits, primarily as * 
re&ult of purchases of U.S. a*chin«y and i-qutpaent to construct the 
facilities and continuing purchases of U.S. ca* materials and farn prodnozs, 
seat-finished goods, and spare parts required by these projects. Scoc 01*" 
projects are specifically designed to facilitate increased levels oE U S 
exports, .including bulk transshipment facil.ties, flour nilU, 1 3 «.$n 
construction contracts, and distributorships for U.S. made equipment. U the 
past tx> years, GPXC has adopted programs specifically geared to increase^ 
export developaent. These prcgra>s Include:

o Bid, perforaanee, and advance^ pjyaent gaifantfes; OPIC offers to 
U.S. engineering and construction contractors insurance for 
Irrevocable standby letter* of credit which are required by »any 
countries as bid, performance, and advar.cc payment guarantees. OPIC 
insures U.S. contractors against losses caused by arbitrary drawings 
and thus enables U.S. engineering aid construction ccapanles to Beet 
third-country coapetition in overseas mrkets. engineering and 
construction projects often are an iaportant source of U.S. export*, 
because American designs and specifications and the use of U.S. 
construction coapanies usually result 1*1 procureaent of U.S. products.
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Bond guarantees for U.S. exporters. OP1C expanded the above prcgc.u 
to extend insurance to non-service contractors and suppliers who «e 
required to post, unconditional guarantee* for their exports. This 
Insurance reaoves a coepotltive disadvantage which U.S. exporters 
faced aoiinst other-country exporters whose governments provide 
protection free loss due to arbitrary 3r*wtngs against these bonds.

o Fpf«Jjn distributofshtpa for^J.S.-ajde f-g^igegnt U.S. Machinery and 
heavy equlpseni exporters are frequently at a competitive 
disadvantage in foreign oarkets r-ecause their overseas 
distributorships lack after-the-sait repa t, -M.ntenance, and spare 
parts facilities or adequate financing for tt* retail purchase or 
lease of the equipaent or aachinery. OPIC has begun to prcoote Its 
insurance and financing program to syppoit th* Installation of 
repair and service facilities in the^e distrio«o:»hips and to perrlt 
then to provide irproveJ ejstoeer

toi_ fiqfiitictint U.S. traijt Oenerits   To caphatize OPIC'* 
developmental r-jU, cut cent legislation restricts* out does not preclude, 
OPIC prograas *n uppet-incuoe developing countries* defined as those witt- CNP 
per capita of $1000 in 197S dollars tot approxitutely $1400 in 1980 doilacs) 
or »cre. TTi* 51000 gu*deiir.e, as tspiescnted ^/ OPiC's Board of Directors, 
has exceptions, inclosing recen,./ adopted ones petKitttng OPIC support for a 
few projects which pr<>vtdc ^ignificaat net t-.S. trade benefits and for letter 
of credit guarantees.

The Overseas Private Inv*«ta*nt Corporati-sn *s r<efing t-» a-itte tts frogrvas 
 ore effective in supf^rt of U.S. expottn. U has intermitted its offi-rts to 
support taall Ousin**^ fitas in overbad *nvtstsent? that »a also icad to 
increased U.S. *xpcrt^. It is ^v-lopirg j projraa to strengthen the 
operations of dinritxitor* of y.$. pr-sduct». Ai^o, by supporting aillinj 
operations in develoftno countries, one iss .r»<jitcctiy supported U.S. 
exports of wheat, feedgrains and other far*

The OPIC Boatd of D»r*ctvt^ lecent*/ supportei io-j^iative proposals relevant 
to OPIC's role in U.S. export financing, f »rst. it recoa»ended that OPIC be 
given a specif n. eandate to *c«< t^ iuppou tnos* Jeveiopaentai projects in 
developing countries wMch will increase the value jnd volua« o( U.S. 
exports. Such a leg. slat *ve nandate would rceaphasize and highlight the 
positive role OPIC can play in the expott area anj wtii encourage OPIC to 
continue it« present efforts tc- support U.S. export-*, second, it recoanended 
removal of the present statutory restrictions <jn operation of OPIC programs 
In developing countries with CNP per capita of $1000 or aore in 197S 
dollars. Because of this restriction, QPI ha-s been unable to support a 
nuaber of investment opportunities having y.£. export potential in such 
countries. The Administration h4s these proposals under consideration.
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KMEST1C IKTERNATIOHAL SA^ES CORPORATION

The Doaestic International sales Corporation ( DISC* .} A fora ot organ. zat.on 
which provides * tax incentive (ot exports. Through Its use ccopinle* 
incorporated tri the United States arfi en?ag**i aioest exclusively In t*ic 
export of U.S. prod acts arc allowed to defer pajaent j£ Federal income tatcs 
on or.c-hatt of their export profits, it wes e^cted into law as part a£ the 
Reveiue Ace of 1971, and is container i,i Sections 991 through 997 of "he 
Internal Revenu? Code. The purpose of the DISC Is to stimulate direct 
exporting free the United States lay using ti*« tax deferral mechanisa to 
Increese the international competitiveness of tf.S exports.

lo quiiUy a$ « DISC, j coopany aust be incorporated tn the 'Jni.cd Ctif*-«» 
neet certain dininai organizational requiterent*. Jetive at least 95 p<tfc;nt 
of Its receipts I roes, qualifying export sales, leas«s or rental transactions, 
and show that 95 percent of its asset-s art export-related. 0/uaUfioi 
receipts incite tfioss derived from architect'.*al and engineering services, 
services 'related and subsidiary' to ttw saic of export property, saia^risi 
services provided to another DISC and certain receipts fcoa e-oo^t fir^ncc, 
a* well j& inccoe derived froa tho sale, ( «st or rental ot export property.

A U1SC can fc.icticn as a principal, bci,*rg o» iell-r.a on its own accoyft\., c 
i. coftwtisstoft agent. It aay be related to t. nanufacturin^ parent o< t* n 

merchant or broXer. Special *nt«rcoBr«iny pricino rtl a v 
oetve\*.t a OISC and its parent allow a larger profi 1- to the OIK 
orwuly be pcraitted und«c th» *cia's-tengc'i" ptiCin? rules of

th* Internal Revenue Codt.

T>* DISC provi«»o»iS ai^o-rf quelicie^ cMspfiilec co r«air*, *.res of C*JC;;A. 
incocw tax inability, up to oAc-h4«r &? thctr ^nr.usl tnccese. Such Jrcote la 
not tuxsd until distributed, ocovtced it is u^tS in certain 

activities. Th« ceaain»ng hcif of i OiSC's annvsl lncof»i 
trtro^*g*»' to fw shareholders on a current basis, and th«»o 

aaconts are tixi&lc as part of the s^rrholdec's tncce*. In cases, vhtrc 
DISCs «rt cwrcd *>y corporations, which .1 the oost frequent cast, ths 
intercorporate dividend deduction does not apply on the distributions.

Recent Legislative Changes

The Tax reduction Act ot 1975 and the Tax Reform Act of 1976 have 
ntiroved eligibility criteria and the scope of DISC benefits. The forcec 
disqualifies exports of raw aatertai and energy resources, the extraction of 
vhlc*> is subject to percentage depletion, unless *t least half of the value 
of the export is due to post-extraction U.S. processing or manufacturing. It 
*lco denies otnefttt to exports of products declared in short donestlc supply 
under the deport Administration Act.

The T«x Refer* Act of 1976 reduce? the DISC deferral on exports of military 
property to one-half of that usually allowed. It also provides that DISC
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earning in excess of $100,000 may take advantage of the standard 50 percent 
deferral only to the extent that the value of its exports in the tax year 
reported exceeds 67 percent of its previous average annual base period 
exports. Until 1980 the base period comprised the four years from 1972 
through 1975. For 1980 and each successive tax year, the four year base 
period progresses annually by one year.

The GAYT and Subsidies/Countervailing Measures Agreement Issue

The DISC, as well as certain tax scheaes of France, Belgium and the 
Netherlands, have been subject to complaints under GATT Article XVI:4, which 
maintains that these practices constitute export subsidies and thereby impair 
the trading rights of other countries. There has been no final resolution of 
these ca«es in the CATT. The Subsidies/Countervailing Measures Agreement, 
which resulted fron the successful Multilateral Trade Negotiations concluded 
in 1979, defines measures allowing tax deferral specifically related to 
exports as an export subsidy generally prohibited by the CATT. However, the 
parties to the code agreed in a footnote that this language would not 
prejudice the question of the DISC legitimacy currently before the GATT 
Council. It is alsr  .... « that the Agreeaent indicates that deferrals such as 
the DISC need not isount 10 an export subsidy if appropriate interest charges 
are collected.

Effect

DISC operations ate described in Annual Reports en the DISC issued by the 
Department of the Treasury, The most recent report, issued in April 1960 and 
covering the year 1978, indicates that 73 percent of all U.S. exports in that 
year were passed through DISCS. It also attributes to the DISC program 
responsibility for generating in 1978 an export level $3.6 billion greater 
than would have occurred without it. The $3.6 billion figure is a maximum 
estimate, because it docs not take account of any displacement of non-DISC 
exports by DISC exporters, nor of the reductions in exports due to any 
appreciation in the exchange rate which Might have been caused by the DISC. 
Based on a comparison of the $3.6 billion with an estimated revenue loss of 
$729 »illion for the year due to tax deferrals, the DISC program ha> a 
cost-effectiveness ratio of 5:1, i.e., $1 in deferred revenue to the Treasury 
will sustain « $5 gain in additional exports. This ratio nay decline in 
future years, however, as the level of base period exports increases and as 
exporters have tine to adjust to the reduction of DISC benefits inherent in 
the Increaental provisions.

The total nuaber of companies operating as DISCS reached 12,192 in February 
1980, and was growing at an average monthly rate of about 95. Large firms 
account for the largest share of the DISC deferred income. However, recent 
data on firms filing for the DISC benefit show that a significant number of 
small and medium-sized firms are making increased ^se of the incentive. 
According to the 1978 report, over 80 percent of the DISCs were owned by 
corporations with less than S50 million in assets, and nearly 60 percent of 
the parent firms had assets of $10 million or less.



97

6-19

Early in 1978 the Administration had asked Congress to phase out the DISC 
over a period of three years. In lieu of such a phase out the President in 
hi* txport statement of September 26, 1978 expressed a willingness to work 
with Congress to nake it wore cost efficient. Xn the April 1980 report of 
the White Bouse Conference on Small Business, business groups and others 
suggested that the DISC be expanded in various ways to make it note cost 
effective and attractive to snail and medium-sized exporters. And to extend 
its benefit to the export of additional services. Although the international 
economic clltute. Including the need to bolster our balance of trade, 
demonstrates the necessity for continuing the DISC export incentive for the 
tine being, the need to restrain new budgetary expenditures as well as 
constraints of our GATT obligations under the Subsidies/Countervailing 
Measures Agreement, appear to nake inappropriate and unlikely any legislative 
effort for a major expansion of the DISC incentive.
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POTENTIAL PROGRAMATIC AMD REGULATORY DISINCENTIVES TO EXPORTS

Export disincentives cm be defined as U.S. Covernoent laws, regulations, 
progcans, controls, policies, and Institutions that luy have a significant 
negative effect on exports. Disincentives aay prohibit exports, raise the 
cost of producing goods for export. Increase the uncertainty or cost of 
exporting, or lengthen tne tioe and increase the eisfc in coopleting export 
transaction*. All of these isspediacnts can provide ,a relative advantage to 
foreign exporters, in competing against U.S. exporteic in world markets. A 
broad range of prograas and regulatory activities was selected for review as 
potential disincentives to exports.
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CHAPTER 7. EXPORT CONTROLS

This chapter discusses controls on U.S. expects and re-exports that have been 
adopted to further the non-trade policies of the United State*. The six 
types of controls discussed ate: national security export controls, foreign 
policy controls, atns export controls, nuclear export controls, short supply 
export controls, and controls on the export of hazardous substances. T t U 
instructive to note that, unlike certain other disincentives discussed In 
this report, these controls are intended to prevent the export of certain 
goods and technology (i.e.. tfr-eir negative effect* on exports are not tterely 
the inadvertent result of a prograa established without exports In alnd).

NATIONAL SECURITY EXPORT CONTROLS

Definition of the Potential Disincentive

Limitations isposed on the export and reexport of goods and technology for 
national security purposes, and the validated license application procedures 
associated with these controls, prohibit sose U.S. exports and Bay discourage 
others.

Statutory Authority and Policy Objectives

Export controls hav« been in operation continuously since 1940. The earliest 
restrictions were short supply controls to ensure that adequate quantities of 
goods were available during World War II. The development of the Cold war 
led to passage of legislation in 1949 which provided for national security 
controls to restrict the flow of strategic Hess to Coewsunlst countries. The 
Export Control Act of 1949 continued In force fot twenty years, b«tng ex 
tended and aaended from ti&e-to-tis«. It was replaced on January 1, 1970 by 
the Export Adninistration Act of 1969 and was subsequently replacsd on 
S«pterser 27, 1979. This new legislation, the Export Administration Act of 
1979 (£AA), is the present authority for controlling the export of strategic 
items for national security purposes. Section 3(2} (A) of the EM (P.I*. 
36-72, Section 3(2}(M) authorizes the us* of controls to the extent 
necessary:

"to restrict the export of goods and technology which would sake a signi* 
ficait contribution to the ntlitary potential of any country or coablna 
tion of countries which would prove detrnt«nt*l to the national security 
of the United states.-

In addition to unilateral national security controls, the United States re 
spects an informal agreement with its NATO allies (except Iceland! and Japan 
by which ve voluntarily apply auitiiateral export controls on sfateglc items 
to certain nations for reasons of national secur1ty. The oajority of 
national security export controls ieposed by the United states are also IB* 
posed by the 3*aber governments of this international Coordinating Coon it tee
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(COCOM). The fifteen COCOM oember nations are Belgium, Canada, Denmark, 
France, the Federal Republic of Germany, Greece, Italy, Japan, Luxembourg, 
the Netherlands, Norway, Portugal. Turkey, the United Kingdom, and the United 
States.

Currently. ,126 entries lenti les contain single items as well as categories of 
items to be controlled) on the Commodity Control List (CCL) are subject to 
multilateral security controls, while an additional 32 entries are controlled 
unilateral!? by fw United States for national security purposes. The CCL i* 
the section of the Export Administration Regulations (IS CFR Section 399.1) 
that lists all of the exports controlled by the U.S. (unilaterally and 
multilaterallyi and the destinations for which these restrictions apply. In 
response to Soviet aggression in Afghanistan, the United States has recently 
imposed additional national security controls on certain exports to the USSR 
and has sought the agreeaent of other COCOM meabers to impose comparable 
restrictions.

The objective of national security controls is to restrict the shipaent of 
strategic goods and technology in order to assure that t *se items ire not 
exported or rtexported to countries that would use then to the detriment of 
the United States' national stcurity. To the maximum extent possible, the 
United States pursues thi» objective in cooperation with other nations and 
makes a diligent effort to 'emulate a unified national security control 
policy. The United States dUeepts to keep these controls to the minimum 
level necessary tot the furtherance of domestic and international security so 
as to avoid unwarranted restrictions o^ trade*

In addition to seeking the cooperation of othet nations in limiting the 
supply of controlled it-- . it is clearly the intent of the Administration 
and Congress to assess catef<u*y the foreign availability of strategic items 
before imposing national securit> export controls. Section SifHU of the 
Export Administration Act of i97» states that the Secretory of Coeaerce may 
not

"require a validated itcens* ios the export of such goods or technology 
during the period of such foreign availability unless the President det 
ermines that the absence of export controls ... would prove detrimental 
to the national security of th* I'r.tted States."

In addition, section 4{ci yf the Act provides that " ... the President shall 
not impose export controls f-?r ... national security purposes on the export 
from the United States of goods or technology which he determines art 
available without restriction frocs sources outside the United State* In 
significant quantities and cosparabU in quality to those produced in the 
United States, unless the President lietetxine* that adequate evidence has 
been presented to hia dcaonstjjting that the absence of such controls would 
prove detrimental to the ... national security of the United States.*

Since the majority ot national seuui»ti cxj>o, controls imposed c-y the United 
States are also imposed by other COOJtt oexb*-r%. the foreign availability of 
these items from non-U.S. sources is significantly limited and the 
effectiveness of the conttoi is enhanced, it is evident tt-y 'able I that 
during the first three quarters of 1979. 99 percent of tht validated license 
applications denied by the United States invoUed itema th--t are restricted 
by multinational (COCOM) security export coot10Is.
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TABLEJL

NATIONAL SECURITY EXPORT LICENSE APPROVALS AND DENIALS
FOR ME U.S.S.R, EASTERN EUROPEAN DESTINATIONS, 

THE PEOPLES* REPUBLIC OF CHINA AND THE MONGOLIAN PEOPLES REPUBLIC!

Apr. 79- Oct. 78- Ape. 78- Oct. 77- Apr. 77- 
Sep. 79 Mar. 79 Sep. 78 Har. 78 Sep. 77

Value of Approved
Licenses $401.8« $363.7» $198.8m $142.Om $99.OM

Value of Denied
Licenses $?.!» $3.8m $11.2*2 $1.3*3 $27.On

Number of Applications 
for Exports to P, Q, H, 
Y »nd 2 Destinations*

Total Processed

RWA3$

Denied

Denied under
COCOK

3232

573

77

76

3686

598

71

£9

3237

506

682

68

na

na

60*

59

na

na

156

155

na Not available.

1 The embargoed countries of Kampuchea, Cuba, North Korea and Vietnam 
are excluded because of the insignificant nuober of license 
applications to these destinations.

2 some dented for both foreign policy and national security reasons.

3 One dental for foreign policy purposes to Eastern Europe ($727).

4 Figure also Includes a snail number of applications for items 
controlled for foreign policy and short supply reasons.

^ Returned without action.

SOURCE) U.S. Department of Coanerce, Industry and Trade Administration. 
Export Administration Reports (published seat-annually).
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Ada injstrat i on__cf C. ntrols

More than 90 percent of U.S. exports (in terns of dollar value) are shipped 
under general license authorization, i.e., without the need to obtain a 
validated export license in advance ft on the Department of Comerce. The 
remainder consists of strategically sensitive iteas that are controlled 
carefully to assure that thsy will not be shipped, directly or indirectly, to 
coxuaurist nations unless the U.S. Government has determined that no darker to 
our security would result. (Certain coeaaodities also arc controlled for 
foreign policy or short supply purposes. These are discussed in other 
sections of this chapter.) These sensitive ite«r ate identified by the 
Secretary of Defense iii consultation wit v. the Secteury of Coanerce, and they 
are added to the Cosnodlty Control List (CCL).

The Department of Coaaercc, Offic* of Export Administration (OEM, either 
issues specific validated licenses or permits exports under broad general 
licenses. An exporter deteralnes whether a validated license is required by 
consulting the CCL foe the commodity and 6*stination under consideration. 
OEA receives approximately 27$ license applications per working day. Of 
these, roughly 6 percent are for direct exports to the conaunist countries, 
80 percent for direct expoits to non-coaauntst countries, 7 percent for 
authority to reexport. U.S. coonodities fron one country to another, and 6 
percent for extension or a«endsent of previously issued export or reexport 
authorizations. The leaaining 1 percent cover rsiscollaneous export requests 
such as approval to use U.S.-origin components in the manufacture abroad of 
covnodities that will be exported to other countries.

In administering these controls, th« Department of Cooaeree consult* 
extensively with the Departments of Defence. State. Energy, and Treasury, as 
well as oth.T concerned agencies.

For the purposes of controlling the export of iteas to foreign countries, 
potential destinations are categorized into 'country groups'. National 
security controls affect U.S. exports of strategic items to nations In 
country groups P, 0. K. f *"d I. These country groups include primarily the 
U.S.S.R., the Warsaw pact allies, and the Peoples' Republic of China (PRC). 
The recent history of national security export license approvals and denials 
shows that a relatively saall portion of applications to these destinations 
actually has been denied (Table H. However, since the Soviet invasion of 
Afghanistan, a broader range of exports to the U.S.S.R. it being denied.

During the second and third quatter* of 1979. 77 national security export 
control license applications were denied, representing about 2 percent of the 
•ore than 3,200 total applications processed to F, Q, w, y, and Z 
destinations. The value of these denials is estimated at 57.1 Billion or 
about 2 percent of the value of licences approved during the sae* period. 
However* the nuaber and value of denials arv not coeprchensive measures of 
the econonic ispact of export controls on U.S. trade. In general tost 
experienced exporters know which itea.- idist national security concerns and 
they do not attempt to procure validated export license* I-Jt thts. (Less 
experienced exporters Day be less avire gf these national xecur-ty questions 
and «ay subalt applications for iteas that are



103

7-5

Private Sector_Vicys

Private sector views expressed in trsponse to the Federal Reg later notice, at 
the business conference held on JUP* 2, and elsewhere, indicated continuing 
private sector concern about national security export controls. 
Nevertheless, private sector representatives seemed to understand and accept 
the need lor national security export controls. Since the existence of these 
controls is closely tied to the long-standing policies of the United States 
vis-a-vis certain other countries, they are relatively predictable, ubor 
representatives voiced strong support for the legislation or which thes* 
controls are based and expressed the view that export expansion aim play a 
secondary role to national security. The exporting cooaunlty appeared to 
understand that the recent national security and foreign policy controls 
placed on exports to the Soviet Union are necessary. In addition to these 
general contents which were supportive of the controls, specific criticisms 
were voiced by private sector representatives. These can be grouped Into 
fwe major categories: (1) foreign availability: (2J uncertainty: (J) 
administrative procedures; (4) extraterritorial application of controls; and, 
(5) unilateral controls.

For c Ion Avaijabiiity. Export*is indicated that they felt little relief from 
the iKpact o( export controls as a result of the new EAA of 1979. They 
expressed dismay that the Unite! States Government Is not better able to 
assess the quantity and quality of controlled items available from foreign 
sources. U.S. exporters have stated ;hat the imposition of controls in the 
presence of foreign availability wiy allow foreign competitors to supplant 

in international *ark«ts.

Uncertain'^ _j>nd _ Administrative Procedures. Business representatives 
commented! that the current export licensing system introduces delays and 
uncertainty into the export process. They felt that the involved inter agency 
review process and the lengthy case-by-case; approach to applications cost 
thes sal*:,. There was soa* sentiment aaong these exporters that the 
diffusion of responsibility a»cr»g and within agencies results in a lack of 
administrative responsivenes'. Th<* costs associated with export license 
preparation. justification, and progress oonltorlng are very real 
considerations of small and large exporters altXe as they conte»plate 
entering foreign markets. These administrative complexities are particularly 
.wrdenM^c to small exporters ant) the process can completely deter some 
prospective exporters froa becoming actual exporters.

Extraterritorial Application of Controls. Some exporters felt that U.S. 
controls were overly restrictive compared to those i&posed by U.S. allies 
An example cited by exporters pertains to extraterritorial controls on the 
reexport of U.S. -origin products tnd technical data and exports of certain 
products aade abroad by foreign firms USKVJ U.S. -origin unpublished technical 
data to P. Q, v, Y, Atd Z destinations. Some private sector representatives 
reported that these controls act as a deterrent to U.S. exports to nany 
 arkets, because a foreign itporter of U.S. components Is required In *oa« 
cases to obtain the approval of the U.S. Government prior to exporting a 
finished product containing U.S. -origin components to these destinations. In 
view of this restriction land the >telay and uncertainty of applying for 
approval), foreign loiwrters have an incentive to purchase components from 
non-U.S. sources.
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Soot exporters rep .ted that when the Unlu-d states dtte.tpt^ to control these 
items unllaterally, it Incurs the author, ta of foreign exporters vho need 
reexport authorization for gocxle ot t-cK-x>i.Kjy of U.S.-oti9in. Tor Instance, 
COM itcios are not controlled b> U.S. authorities, even when they contain 
embargoed components (such as A tong e>.tchine containing an embargoed 
Microprocessor). However, strict <ir>iUi<iitton of U.S. iemulations would 
require U.S. reexport licensing foe the c»i jrgoed component even when It is 
Incorporated in a foreign-produced machin* otherwise rut controlled. (The 
foreign exporter would require U.S. reexport approval for the US-origin 
Microprocessor incorporated in hi-. sev*ng aachtnc.i Mwn 'h«- end-product is 
itself controlled, U.S. reexport 'licensing subject* f.•»•*,• mnufacturers to 
the save level of control AS U.S. eanufacUirets. wh*r* the foreign controlled 
product contains U.S.-origin components.

This last control i*. frequent)) redundant because COCOM~mc«ber (and other) 
countries exercise similar control* on exports of controlled Items to 
controlled destinations, and COCOK expoit approval requires unanimous 
agree went (including agreement on the itea.-, in the 'Administrative Notes' 
which are administered unilaterally). Exporter* reported that this 
extraterritorial coitro* puts U.S. t>u^.nvs» at a repetitive disadvantage. 
Some U.S. firas claimed this control to be an incentive to develop technology 
ovvrseas using the expertise of foreign national" U/ mmiaiz* the need for a 
re-export license.

Unilateral Controls. In additu-n tu those ttecs ccntrolied auitilaterally by 
COCOH for national security fiascos, the United States controls certain other 
items unllaterally eithet for reasons of national security or foreign 
policy. U.J. exporters ciA*a^<? that thes<* unilnteral controls are 
ineffective because ejny il not »>x.t u£ thf items they cover are available 
fron foreign suppliers. Tr»u,,, Lr,«-y aaintained that th^se restrictions only 
deprive them of tales contracts and related business hhich are ultimately 
awarded to ncn-U.S. competitors. Hcv»v*r, exporters di«i not clai» it was 
undesireable to maintain the flexibility to *ct untiat^t^iiy if necessary for 
the national security of tfw 1'ait*-! States.

Private Rector Suggestions. Many o' che pri«4te sector views contained 
suggestions which soae exporters i-iieveJ would MiniKize tK detrimental 
Impact of sove control* on their international business. These 
recoNiendations ranged fron the outright abolition »£ <*.vurt controls under 
the EAA to specific nodi!ications of cut rent restricr*ons. In general, 
organised labor's recoouiendaticnii differed fron those of the exporting 
community by supporting sore *ti*i<a-ni cxj-oct controls ana de-emphasizing the 
Importance of foreign availatUity. The following proposals are 
representative of suggestions received fro* business and industryt

o Identify obsolete control tiit«na and apply updated standards to 
assure that the CCL reflects the state of the art In commercial 
product design and .illcws U. *. experts to <*>&jjn ;onf>«tltive in 
International markets]

o Remove all validated licence requir^rrnts on export*. *> Australia, 
Kew Zealand and COCOM countries am treat tiff* —>re or lets like 
Canada In this regard* requiring tMt the exporter tilt assurances at 
the time of export that there *i»l be *o . •e/pc'ft if the items 
involved outside COCOH, Aui:tt*l.A .\r4 Srw , ..nvi unless U.S. 
reexport licensing requirements hjve 4Kf w.,r . 4.
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o Precisely define ana control 'militarily critical technology" Instead 
of controlling products that merely contain this technology In 
embedded form;

o Review «nd streamline license administration procedure*]

c Enhance the foreign availability assessment capability of the Office 
of Export Administration and prohibit controls whenever comparable 
alternative sources will surely replace U.S. exports;

o Curtail unllaterally Imposed controls;

o Curtail extraterritorial controls on reexports of U.S.-origin goods;

o Change regulations to permit the concurrent procurement of Import 
certificates and export licenses to avoid lengthy processing delay*;
and,

o Review carefully tn« export control administration procedures of our 
COCOH allies to sc« if iny of their approaches would be applicable to 
the United states.

Current Status and Continuing

Some of the private sector suggestions have already been considered for 
i»ple£.£r>'catlon. Of these, some have been applied and others are still under 
evaluation. The refinement, cf a policy as coeplex as export control policy 
is an ongoing process which tfei Administration and the Congress must continue.

The new Export Administration Act of 1979 acknowledged the need for Indexing, 
or removing fro* the CCL, ttess which should be decontrolled due to 
obsolescence, and th« curtailment of site visit requirements, where 
appropriate. Section 5(g) of the CAA of 1979 states:

 In order to ensure that reqjtre&cnts for validated licenses and 
qualified general licenses are periodically removed as goods or 
technology subject to such requirements become obsolete with respect to 
the national security of the united States, regulations issued by the 
Secretary may, where appropriate, provide for annual Increases in the 
performance levels of goods or technology subject to any such licensing 
requirement. Any such goods or technology which no longer meet the 
per for mane j levels established by the latest such Increase shall be 
removed from the list .... The Secretary shall also consider, wh»r« 
appropriate, removing »lte visitation requirements for goods and 
technology which are rtaoved froa the list unless objections described In 
this subsection are raised.*

The review of items which ray be decontrolled due to obsolescence Is an 
ongoing process. However, it U difficult to develop and maintain standards 
to reflect the state of the art technology and to Identify those Items for 
tn* purposes of export controls. Standards are required not only for 
technology relating to the manufacturing, packaging and actual performance of 
the product, but also for the tremendous array of combinations and
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permutations of earl, of these technique*. Ka-iy techniques ate never for-wily 
defined In staple specifications because tr-ey are embodied in the unique 
know-how of industry. Morever, th» cospotitlve process encourages the rapid 
development of technology to su-.! an extent that standards become obsolete 
relatively quickly.

Section 5(dl of the EM, of 1979 requires tnat the Secretary of Defense take 
pr la* responsibility for developing a U*t of nil!tartly critical 
technologies and that the initial version of the list be published in the 
Federal Register later this yeas. The "crit _ai technologies" stut.y is In 
progress and It is expected that A pteliainary list vt critical technologies 
and their key aanufacturing equipeent will be available soon. It is too 
early to consent on what i*po,l the coeplvted list wiii have on United States 
national security controls.

Section 5(e) of the EAA mandates that a qualified general license, 
a-jthociting multiple exports to approved consignees, be an option lor 
exporters of certain cooaodities by July 1, 1980. It is the intent of 
Congress to encourage the use of qualified general licenses in lieu of the 
sore restrictive validated licenses in cases where th« ite* is controlled by 
multilateral (COCOMJ agreeaent, but no multilateral approval is required fur 
exporting the ite». with industry assistance, the Depattaent of Coroerce has 
developed the format for th« Qualified General License and recently has 
UpleKented it.

Section 10 of the EAA of 1979 uuumes new procedure* for processing export 
license applications. These {Hovisicns cie-uly stipulate the aaount of tise 
that depKtitents »nd agencies aay hold applications fur review. It Is 
anticipated that these new proced-.i«s wul mniaize COM of the delays and 
uncertainty that have t«en affecting U.S. exporters. In Fiscal Year 1979* 
core than half of the national security licenses were processed in less than 
90 days* and 80 percent were processed in less than 180 days.

The participation of concerned *Jer*tt«ents and Agencies m processing export 
license applications is obtained tnrougtv a long-standing interagency review 
structure. Kost license applicati-jns on which Coeaerce requires the advice 
of another department ot agency are teferred to the departmentts) or agency 

through a brief Keaorandua analyzing the case and setting forth 
proposed resolution. Each such department or agency then 

cotvtunlcates its response to Ccovercc directly, usually b/ telephone.

Cvecy year several hundred of the xost complex license applications are 
processed more foe wily through an intet-agency Operating Coeaittee (OCj. (\ 
few of these applications were first routed through the infernal process 
descrlbix) above, and referred to the OC when it proved impossible to obtain a 
consensus aaong all parties concerned!. The OC consists of senior staff 
representatives froa Conaerce, D*tense, Energy. State. Treasury, the Central 
Intelligence Agency, Aras Control a^>4 Disareaacnt Agency ar4 also other 
departments and agencies, «wch as Ttan»portation. the Unit^j, States Trade 
Representative and the National AetiXt-atics and Space Adamivttation. for 
casts that affvct th*u interests. Cowerce distributes to all tht concerned 
departments *nd agencies a detailed anal/sis arid proposed te^ Jtion for all 
cases sent to the OC. The OC discusses these cases at regular weekly 
meetings eo that soae consensus can be fashi'jotd froa often differing initial 
views, hhen the OC Is unable to resolve « cast, it is refer ted to the policy 
levels of the departxentc and agencies that p*rtlcipv* * ;** OC.
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As previously mentioned, the aajoiity of national security export controls 
ItposrJ by the United States are alic icposed by the najot governxents of the 
International Coordinating Coeaittee .COCOHJ. Despite similarities in our 
controls, it appears desirable for the United States t maintain the 
flexibility to act unilaterally if necessary for our national security. 
Recent experiences in Iran and Afghanistan have demonstrated that it takes 
time to elicit the support of foreign countries for actions which the United 
States has deeacd in its national security interest. Although the President 
seeks the cooperation of foreign countries when iaposing restrictions in this 
area, it Is essential that the United states be able to respond quickly to 
evolving international situations. To assure the timeliness of all national 
security controls, the President has the authority to discontinue any control 
whenever he dee=* it has fulfilled its purpose. In addition, to assure that 
controls reflect tt-e cur tent international situation, unilateral controls are 
reviewed annually and multilateral con tEC-Is are reviewed *t least every three 
years.

Section 5(fl of the FM of 1979 requires the establishment of a capability 
within the Office of Export Adsm.stration to monitor and gather information 
with, respect »o the foreign availability of any items subject to controls. 
Howevet, the Congress has not yet authorized or appropriated adequate funds 
for this purpose. The Office of Export Administration is using funds in its 
current budget to de torsin* what will be necessary to establish such a 
capability.

It is the intent of the Adainistiatioi and Congress that national security 
export controls be tiseJ JS sparingly as possible. The nsw Export 
Administration Act of 1979 contains several provisions reflecting this 
sentlsent. .Many of thra   consideration of foreign availability and the 
econost  isp*st ci controls, revised license application review procedures; 
new quaiitied general licenses ~~ have been discussed at length in this 
section of the report. Many of these initiatives arc in the process of 
being, ex have recently Seen, established.

POREKX IQLICf PCPCftT CONTROLS 

Definition cf th« Potential

Controls on exports to further t^rvi^n policy objective* aid th« associated 
validated license procedures MV* a negative ittr«,t vn s«xse 4.5. exports.

Authority aa»i Policy

Export controls have teen ispo^e-i t.- xjypvtt jcn^rdl poiicie* mwUing husan 
rights. International terror **a. r*'jtcna* stability, and special policies 
concerning our relations with So^th Africa, vari-?u» Coseumst countries, and 
Iran. (Although arcs export controls are also used to sjpf-oit 
foreign policy objectives, they are discus**^ ift » separate ?ect*oni.
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Hunan Rights. See* ion 502B of ttt* rorMgi Assistance Act of 1951, as 
amended, and Section 6 of thf I.xport Ai^tmstratlon Act of 1979 (subsection 
fi(JJ is particularly relevant,, p^ablisr*"* policy guidelines under which 
separate authority Is i»ple»entc* to control crUe control and detection 
equipment to all countries exoip* 'JATO »»t&rrs, Japan, Australia, and New 
Zealand, and munitions for huwA right,

ine purposes of the controls on cria* control equipeent are to produce an 
laprovenent In huaan tights, to encourage all nations to prooote the 
increased observance of huaan rights, to d. stance the U.S. Government froa 
repressive practices, and to raise the visibility and priority of huaan 
r* f.ts In violator countrier in the world us provided for in Section 502B of 
t*,* Foreign Assistance Act of 1461, as aacndcd). Where a consistent pattern 
of gross violations of intern* 1 i j-^l.y teiognizcd human rights appears to be 
developing, use of export coo' .3 Mght help to deter such development.

International Terrorism. 'Jnder the principal authority of Section 6 of the 
Export Administration Act of 1179 *~** taxing into account sub-sections 3(8) 
and 6(1) of that Act, it ess judged to a.i>ce a significant contribution to 
ailltary pot/ftMal or to enhance the aMllty to support terrorism are 
controlled to Libya, Iraq, People's Democratic Republic of Yenen, and Syria. 
The objective is to encourage govecnnents which engage in a pattern of 
support for terrorism by aiding, encouraging, or giving sanctuary to persons 
involved In actt of International tcrrorlsa to reduce such support.

Regional Stability. Under the ojthority of the Arns Export Control Act, 
Munitions controls ate used, infr alia, to avoid strengthening the 
capability of countries to *ount twstiie act .on s endangering the security of 
third countries friendly to the United States. Under ths authority of 
Section $ of the Export Administration Act of 1979, large tractors capable of 
transporting tanks are controlled for export to Libya.

South^Afrlca. As a natter of United States foreign policy and in conformity 
with United Nations resolutions, the United States prohibits arms transfers 
to South Africa under tto authority of tN; Arms Export Control Act. Under 
the authority of Section 6 of the Export Administration Act of 1979. all 
exports to South African police an4 Military entities ere prohibited, and 
aircraft and computers are coniro>iiv! v? other consignees in that country. 
The objectives are to distance the United States from the practice of 
apartheid, strengthen the effect of th» United Nations arxs eabargo, *nd 
support racial justice throughout Africa.

USSR. Section $ of the Export Adaini";u.uion Act provides the basis for 
restricting shlpaents for foreign f»4*cy reasons, such as controls on exports 
to the USSR of oil aid 9JS «>iutpz*it, grains and oth^r agricultural 
commodities, phosphate*, iteas rented to the Ho "cow Oiyrptr s. And dlesel 
engine assembly lines for the Kara River truck plant. Th** oil and gas 
equlpnent controls provide a flexible fo<^iqn policy tool to rtnsttize th< 
Soviets regarding actions which ate film*'* - 4 to United Stat*-: otc'gn policy 
interests. The other controls were ikv^sed in order to **sw:trate that the 
Soviet Union cannot engage In acts of aggression, stx-*. -.s if<c invasion of 
Afghanistan, with iapuntty.
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Other Communist Countries, virtually all exports are prohibited to North 
Korea, Vietnam, Kampuchea, and Cuba under the principal authority of the 
Trading With the Enemy Act of 1917, Section 6 of the Export Administration 
Act of 1979, and, in the case of Cuba, Section 620 (a) (1) of the Foreign 
Assistance Act of 1961. North Korea is still technically in a state of var 
with the United States, the Republic of Korea, and the United Nations. 
Controls were imposed on Vietnam to assist in the prosecution of the war 
there Some time ago, the United States Government announced its willingness 
to end the embargo on trade with Vietnam at such tine as normal diplomatic 
relations ar« established. The subsequent Vietnamese invasion of Kampuchea 
has block^ progress. Controls on exports to Kampuchea, except for 
humanitarian aid to the people, continue in light of the Vietnamese 
occupation and armed conflict. Pull normalization of trade and diplomatic 
relations with Cuba hinges upon Cuban willingness to address, among other 
issues, restraint in other countries and compensation for American citizens 
whose property was expropriated by the Cuban Government.

Iran. Under the authority of the International Eaergency Economic Powers 
Act, exports to Iran of all items except food and medicine are prohibited. 
The purpose is to encourage the release of United States diplomatic personnel 
being held as hostages in Iran. Nations of the European Comunity and Japan 
have imposed stellar controls.

Administration of Controls

The President's September 1978 statement of export policy directed that 
export consequences be taken fully into account and that weight be given to 
foreign availability in the administration of foreign policy export controls.

The Export Administration Act of 1979 expanded upon this Presidential 
initiative. The new Act calls for consideration of the likely success of the 
controls in furthering their intended foreign policy objective! the 
compatibility of the proposed controls with the foreign policy objectives of 
the United States) the reaction of other countries; the likely effects on the 
U.S. export position, on U.S. competitiveness and reliability as a supplier. 
and on individual companies and cooaunitiesj and the ability of the United 
States to enfo'ce the controls effectively. It provides for consultation 
with industry and the Congress and for consideration of alternative means of 
furthering foreign policy objectives. It prohibits imposition of controls 
where there is foreign availability unless the President determines that, 
notwithstanding such availability, the absence of controls would be 
detrimental to the foreign policy of the United States. It requires an 
annual review and explicit identification of foreign policy export conticIs.

The first annual review, coapleted in Decesbe: 1979, resulted in a 
significant reduction in the scope of controls. For cost countries, the 
remaining foreign policy license requireaents apply only to items intended 
for crime control and detection.

67-53$ 0-80-8
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PrIvate Sector Vlews

Private sector views expressed in response to the Federal Register notice, 
views expressed At the June 2 conference on export controls, and other input 
Indicated continuing private sector concetn about foreign policy controls. 
Organized labor supported such controls on exports for foreign policy 
purposes when necessary. U.S. business was concerned about the impact on 
exports and representatives stated that such controls have caused both direct 
and indirect export losses for both munitions and non-aunitions items. 
Specific criticises fell generally In the thte* categories of UJ delays and 
uncertainties, (2) reliability, *nd (3) foreign availability.

Delays and Uncertainties. U.S. exporters repotted that delays in processing 
export license applications have led to lost sales, even in instances where 
the licenses were eventually issued. Although actual foreign policy controls 
are now clearly identified, uncertainties continue as to where such controls 
might be imposed next and where a license application night be denied under 
existing controls for which there had been a pattern or an expectation of 
approvals. Some companies stated thai they have experienced difficulties in 
obtaining contracts in countries where the U.J>. Government had expressed 
public displeasure with the actions of that country's government, even though 
the United States was not actually denying any license applications.

Reliability. U.S. exporters claimed that economic sanctions have helped to 
create a worldwide image of the United States as an unreliable supplier and 
have, thereby, encouraged foreign buyers to turn to other suppliers. U.S. 
fines clatsed they often are viewed as a supplier of last resort, even when 
their technology is preferred. In some instances, U.S. fir&s reported they 
have been unable or unwilling to compete foe business or to putsue follow-on 
business in markets where foreign policy controls have generated additional 
risks and costs. One exaeple of these costs is insurance that U.S. fires 
purcftue to cover losses which sight arise if they are prevented frca 
honoring their contracts due to the tapes!tion of controls.

Foreign Availability. U.S. exporters have been particularly concerned about 
losing export orders when comparable goods are readily available froa other 
supplier nations. U.S. exporters claimed, in those instances, that the 
country which is the target of the controls rerely diverts the order to 
non-U.S. suppliers. The result. U.S. exporters believed, is a greatly 
diminished effect of sanctions on the target country and an trasediate 
econoaic loss to the United States. Moreover* a permanent loss can result if 
the target country maintains its new coc^ercial relationship with the 
non-U.S. suppliers rather than switching its orders bactt to the United 
States, If rvJ when export controls are renoved.

Soxc exporters expressed dissatisfaction that the U.S. Government is not 
better able to deteraine the quantity and quality of foreign availability for 
cone controlled iteas. Although the CAA of 1979 directed the establishment 
of a foreign availability capability within the Office of Export 
Administration (OEM, adequate funding has not been authorized or 
appropriated by Congress. In addition, some expoiters claimed that even when 
there has been evidence of foreign avaiiaoility, the ,Administration has 
overttdden this consideration and imposed foreign controls in support of 
other policy goals.
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When itess are available from foreign suppliers, exporters questioned whether 
foreign policy controls are offc.twe in achieving their intended purposes 
and in depriving the foreign country of the controlled iteas. In addition. 
they felt that restrictions encourage foreign countries to develop their own 
capabilities »ore rapidly* reducing their deaand for U.S. -origin goods.

Suggest ions

Many of the private sector views included suggestions which soae exporfers 
believed would minimize the detricental iitpact of soae controls on their 
international business. While the exactness and nature of the suggestions 
varied widely/ the following are representative:

o Uait controlled iteas* countries of destination, and consignees core 
closely to the foreign policy problea being addressed.

o Use controls where there is a reasonable prospect that they would 
alter the behavior of the target country, but not just to distance 
the United States froa that country's policies.

o Consider restricting U.S. imports rather than U.S. exports, since 
this would adversely affect the export earnings of the target country.

o Give greater weight to the foreign availability of iteas when export 
controls are laposed.

Current Status and Continuing Developments.

Foreign policy export controls have been effective in calling global 
attention to U.S. disapproval ot certain policies of foreign governments and 
in distancing the U.S. Covernaent fr t those policies. At the sane tlrse, the 
export sanctions have not been t. Uy effective in changing particular 
policies of foreign governments, although in soae cases, they appear to have 
been a factor contributing to improvements in hu»*n rights conditions or to 
furtherance ot other foreign policy objectives.

Export controls irposed (or foreign policy reasons have caused the United 
States to lose exports. Soae loss, is of course, inevitable U export 
controls are to be used to further foreign policy objectives. The new 
foreign policy export control provisions of the Export Administration Act of 
1979 And th* initial actions of the Malnutrition in identifying and 
extending foreign policy export controls are all consistent with Baking 
export costs visible and holding the* to a ainisua, while still permitting 
use ot these controls when necessary for isportant foreign policy 
objectives. The provisions of the EAA of 1919 are being inpleaented and 
experience is being gained in selecting foreign policy controls and 
processing license applications under the new guidelires In an effort to 
alnlaize the cost of achieving necessary foreign policy objectives.

•

The refineaent of export control policy is an ongoing process. We following 
actions deaonstrate the conviction of the Administration to apply controls 
sparingly with atnlaua costs to the exporters:
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o 7he embargo on exports to Uganda wjs discontinued in 1979 when the 
human right* performance of the government of that country Improved.

o The embargo on exports to iisbabwe-Rhodesi* vac discontinued in 1979 
when arrangements were made for majority rule.

o On December 29, 1979, identification of foreign policy controls to be 
continued Into I960 further reduced the scope of foreign policy 
export controls aM removed uncertainty as to what they were,

o Deadlines for processing export license applications contained in 
Section 10 of the Export Administration Act of 1979 became effective 
on July 1, 1980, and are expected to decrease unnecessary licensing 
delays.

The President further emphasized the Administration's intent in hi* February 
27, I960, statement on reducing export disincentives:

"In considering new export controls to achieve foreign policy objectives 
and In reassessing current sanctions   except in the field of arms 
exports   my Administration will be highly selective in the use of 
controls where the affected country has access to alternative supply."

ARMS EXPORT CONTROLS

Definition of the Potential Disincentive

U.S. conventional am? transfer policy is based on restraint consistent with 
U.S. security ana the security of friends and allies of the United States. 
Under this policy, exports of defense articles and services may be made only 
for th« purpose of furthering U.S. foreign policy or national security 
Interests. Marketing or promotion of sales Must also conform to this 
purpose. Controls are maintained on the export of aras to all destinations, 
with the degree and kind of controls dependent on the nature of U.S. 
relations with thf recipients. The purpose of these controls is to reduce 
the threat to world peace embodied in the cpiraiing arms traffic, taking into 
account special responsibilities which the United states bears as a major 
producer. The United States has tried to reduce large flows of arms in two 
ways: first, by imposing unilateral!? quantitative and qualitative controls 
on U.S. transfers abroad; and second, by seeking to engage other major 
suppliers and recipients In an effort to exercise restraint.

Statutory Authority and Policy Objectives

The President's Conventional Arms Tftnjfer policy Statement of May 1977 
(reproduced as Appendix E) provides ct* policy framework fot the ,-ontrol of 
arnfl exports. The legal strictures are contained primarily within the Arms 
Export Control Act and the Foreign Assistance Act of 1961* as amended.
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The arm transfer policy serves the following general objectives:

o To encourage a general reduction in both world ares transfers and 
reliance on Military night as an essential element In securing a more 
peaceful and stable world order;

o TO curtail the potential for at** races and Unit the intensity of 
conflict If It occurs;

o To reduce the potential and pressure for U.S. involvement in local 
conflicts to the extent this follows froa various aras supply 
relationships;

o To reduce reliance on arms transfers as a aeans of implementing our 
dlploaac* j

o To protect U.S. ailttary capabilities by Uniting the dispersion of 
  llitary technology that could be used against the U.S. and Its 
allies;

o To distance ourselves from regimes which do not respect basic human 
rights and fundaaental freedoms;

o To liait the diversion of monies and skills in developing nations 
away froa fundaaental economic development needs;

o To permit U.S. resources to be shifted froa financing at as transfers
to supporting economic development; and,

o To alnlaize the risk of diversion of destructive weapons to 
terrorists.

*teinl_str*tion__pf Regulations

U.S. defense articles, services and technology aay be sold abroad or 
aathorized for export by two a*thods:

1. Foreign Military sales, which are gov«rnaent-to-gov«rnment 
transactions administered by the Department of Defense under the 
policy direction of the Department of State) and

2. Munition* control licensing procedures, which are commercial 
transactions controlled by the Department of State's Office of 
Munitions Control.

Other factors. The Aras Export Control Act requires that decisions on 
foreign nilitacy sates and coasercial export licenses be sad* in coordination 
with the Director of the U.S. Aras Control and Disarmament Agency and take 
into account the Director'* opin.cn a* to whether such sale* or exports might 
contribute to an arns rac*. increase the possibility of outbreak or 
escalation of conflict, or prejudice the development of bilateral or 
Multilateral ares control arrangeaentt.
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with regard to /wisti ..ghts, in friendly countries where U.S. influence Is 
felt, our poUcy has put distance between the United States and those 
governments which t t jctice repression. Soae of those governments feel that 
we no longer give adequate weight to their internal security problems, and 
argue that this conflicts with U.S. national security interests.

Under certain circumstances. Congress ha* the right to review or approve ccae 
transactions.

Effect on Exports

We are uiable to develop a realistic estimate of the aaount of exports that, 
co-ild have been aade if U.S. manufacture** were permitted to promote sales of 
military equipment and services at will overseas. Since the express purpose 
of the policy is to restrain aras sales, the point is somewhat aoot. 
Quantitative, qualitative, foreign and security policy restrictions are 
applied to the transfer of such equipaent aid services.

QuantitativeRestr Jetions (Arm* Celling) *

Under current policy, sales to NATO sembers, Australia, Japan, and New 
Zealand are exerpt froa the annual aras transfer ceiling in furtherance of 
our collective secunty artangeaents, and as such the policy causes no export 
disincentives to sales to our closest allies. In fact, sales to this group 
of countries have increased since i«plesentation of the current poUcy. Nor 
has the ceiling itself ever led to disapproval of an arss sales proposal to a 
non-exewpt country. As such the ceiling should be viewed rsore as a useful 
Euinangesent tool rather than an export disincentive £*!**•

Qualitative Restrictions

Qualitative controls are exercised to restrict, the transfer of sophisticated 
technology overseas. Countries having collective security dtiangesents with 
the United State* normally ha?* greater access to U.S. sophisticated 
technology and equipment thsn others.

Policy Restrictions

It is important to bear in aind that imitations placed on transfers of 
ailitary equipment and services and*: Foreign Military Sales (FMS) or 
coctnercial auspices derive frost foittgn policy and security considerations 
that include, but go veil beyond, questions of sophisticated technology. 
Thus, where U.S. policy toward a given country is driven by questions wholly 
unrelated to technology — huaat rights, terrorise, or other specific 
country-related issues — restraints nay occur. Even unsophisticated 
military articles aay adversely effect world peace and stabuitj ^especially 
in the less developed countries and rfji^ns* and it is in th« interest of the 
United States to avoid contribution to, ot 6* identified with < ,ch situations.

It should be noted that since prior to world War I the United States has 
exercised restraint on aras sales for a variety of reasons in ..therance of 
specific foreign policy and security objectives. Smh t«.straint has been 
endorsed by both the Executive and Legislative Bt:anci*e* *ich th* view that 
the policy objectives so promoted outve:g*i *M Jdtue •' t * exports derived 
froa the unrestricted export of such Iteas.
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Pr 1 v* te

The United States policy of restraint was seen by wny exporters AS too 
restrictive, they believed that other countries, such as France, West 
Germany, the Soviet Union, Italy, the United Kingdom, and Israel have stepped 
in vhere the United States ha» demurred, and as a result, American business 
has lost aoney and jobs.

U.S. business views on this issue were not uniform. The private sector 
naintatned that it is not in favor of an unrestricted flow of U.S. ants to 
the world. However, business In general felt that our recent policies have 
resulted in serious and unnecessary political, security, and econoalc costs. 
U.S. policies appeared to some to set double standards. They maintained the 
policy has produced ro effect on «o»e of the world's »ost repressive 
reglaes. Where U.S. influence is felt, business bel*cved that consideration* 
such as human rights »ay conflict with national security considerations. 
Thus, believed sow, our arts transfer policies tend to hurt our relations 
with friendly countries.

Labor representatives, on the other hand, believed that the United states 
should continue to restrict ar»s sales. In cone Instances even when other 
governments do not. They also felt that less controlled sales Bight be 
Interpreted as U.S. support for repressive reglees.

Private Sector Suggestions. In general, U.S. businesses felt that the 
licensing process lor U.S. arrss exports could be wade less complex and tlae 
coos-wing. Other suggestions froa U.S. exporters included:

o Abolish the celling on the 4wu*S dollar value of exports under fKS 
procedures of weapons and weapons-related tteasj

o Abolish prohibit!*** eo shipments to particular countries 

o Short -A a.id periodically update the Munitions Control list)

o Define 'allltary critical technology* to iisu:< that only those 
it*** which ace really Ixportant are controlled! and,

o R«lax restrictions on AMtUan. &&assy assistance to defense 
contractors where export licenses for defens* product data pacK£)es 
have been granted.

Current Status and Contlnuin^Develope-T.ti»

, has beer. ta**n to streAalirw a»nttton» control licensing procedures In 
to expedite the processing of applications. fcven though the case load 

..^vJ'c-o froa abo-;t 27,500 in 1978 to about 30,000 in 1979, the average 
nusber of cases pewUng for over 30 days Stopped froa about 675 to under 400 
and the avera;* nusber of cases pen'Un? for over 90 days dropped free over 
100 to tJio range of 50 to 75 int.. th« nusber of cases requiring gore tnan 
M diyt to process dropped ftoa aboat J,500 in 1978 to about 2,000 In 1979). 
This is partly attributable to efforts to enforce adai-sUtratlve procedures 
calling fo: aiency cc*>ent on cases within 20 worUng days. Procedures for 
foreign alUtaty sales also U*e been accelerated. To preserve the policy
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imperative, however, potential sale* must undergo interagency coordination. 
Additionally pursuant to statute* major sales are certified to Congress for 
50 days (20 days advance notification and 30 days formal) Defore an agreement 
»ay be concluded.

NUCLEAR EXPORT CONTROLS

Definition of the Potential Disincentive

The United states Government controls exports of nuclear materials, hardware, 
and technology to all destinations. The objective Is to reduce the 
possibility of nuclear weapons proliferation by reducing access to 
weapons-usable material, equlpnent, and technology. Controls have also been 
placed on exports of dual-use equipment which. If used for purposes other 
than those for which the export is intended, could be significant for the 
development of nuclear explosives. Many U.S. nuclear export controls are a 
result of U.S. international treaty obligations under the Nuclear 
Non-proliferation Treaty, further implemented under the Nuclear Suppliers 
Guidelines.

Statutory Authority and Policy Objectives

The control of nuclear and related exports has been required by Congress in 
the Atomic Energy Act of 1954, «s amended; the Nuclear Non-Prcliferation Act 
of 1978} the Export Administration Act of 1979 and authorized by Congress In 
Section 2(b)(l)(B) of the Export-Import Dante Act of 1945. as amended.

The Executive Branch, specifically the Departments of State. Defense, Energy* 
and Comerce, the Arms Control and Disarmament Agency, and the Nuclear 
Regulatory Comatssion are the agencies responsible for control of nuclear 
exports. The Interagency processing and review functions are monitored and 
coordinated by the interagency Subgroup on Nuclear Export Coordination of the 
National Security Council, as mandated by the "Procedures Established 
Pursuant to the Nuclear Non-Proliferation Act of 1978". The procedures were 
published In the redera^Reg 1 ster on June 9. 1978.

The goal of the U.S. non-proliferation policy is to prevent the spread of 
nuclear explosive capability. (The U.S. Government view is that peaceful 
nuclear explosives are Indistinguishable from weapons explosives.) The 
spread of nuclear capabilities would have a substantial destabilizing effect 
on International security and thus could be a threat to peace. Th« Atomic 
Energy Act of 1954. as amended by the Nuclear Non-proliferation Act of 1978, 
provides the legal basis for U.S. nuclear export control policy. This 
legislation seeks to achieve U.S. non-proliferation objectives by denying 
nuclear exports to nations which do not pursue effective non-proliferation 
policies and assuring supply to those countries which do. Mor* specifically, 
the NNPA sets forth the following objectives:
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To establish a note effective cooperative fraaework for the 
worldwide developnent of peaceful nuclear activities;

To ensure the reliability c' the United States ** a supplier of 
nuclear reactors and fuel to those nations pursuing effective 
non-proliferation policies;

To provide incentives to other countries to Join in International 
cooperation efforts and to ratify the Nuclear Non-Proliferatlon 
Treaty; and

To ensure effective controls over U.S. exports of nuclear materials 
and technology.

Administration and Effects of Controls

The type of control Maintained varies depending upon the significance of the 
item in a nuclear prograa. An export licence for the cost significant iteas, 
such as nuclear facilities, special nuclear material, and source material, 
can be issued only if: (i) an Agreement for Cooperation 1* In effect with 
the particular country; and (2) criteria are met concerning International 
Atoxic Energy Agency (IAEA) safeguards, non-use for any nuclear explosive 
device, physical security, no cetransfer or reprocessing without prlo* U.S. 
approval   conditions prescribed in the Nuclear Non-Proliferation Act of 
1976 (NNPAJ. Other nuclear iteas, such as deuteriua, graphite, and nuclear 
facility components can be exported without an Agreement of Cooperation, but 
do require an export license and aust aeet other statutory criteria on IAEA 
safeguards, non-use for explosive devices, and no retransfer without U.S. 
consent. Export licenses for the above ire issued by the Nuclear Regulatory 
Comtssion (NRCj but require an affirmative recoaaendation froa the Executive 
Branch.

In addition to Iteas which, have direct nuclear applications, the United 
States also controls exports of iteas which, if used for purposes other than 
that for which the export was intended, could be of significance for nuclear 
explosive purposes. Th«s« arc the iteas on the Comerce Department'* 
 Kucleir Referral List*. In addition, any itea or technical data which the 
exporter knows, or has reason to know, will be used directly or indirectly 
for certain nuclear end-jses aay be controlled. All these iteas art licensed 
by the Deputaent of Coaaerce after referral to the Departaent of Energy and, 
when necessary, consultation with other specified agencies.

The disincentive effects of controls on U.S. exports are varied, and often 
depend on the stringency of U.S. regulations compared to those of other 
supplier nation*. The ccwplexity of IM adaunmrative procedures Involved 
in the licensing proceu is also significant, A general International 
consensus exists on the need for nuclear export controls. The aajor nuclear 
exporting nations hav« undertaken to require IAEA safeguards, adequate 
physical security, non-weapons use of the exported Iteas, and also to 
exercise restraint in sensitive nuclear exports. However, all aajor 
suppliers maintain independent export control aechanlsas and rules, and 
opinions my on the required scop* of "adequate* controls. In many 
Instances, U.S. nuclear control* are sore strict than the controls of other 
supplier countries. This places U.S. suppliers at a disadvantage relative to
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others and may ultimately result in sales losses. To the extent that this 
occurs, the more rigorous U.S. regulations ace a disincentive to U.S. exports. 
The U.S. licensing review process itself is often cited as * disincentive. 
Again, this must be evaluated relative to the arrangements of other 
countries. When the length of tine It takes for U.S. agencies to Mite * 
determination on any given application Is longer than the tin* the review 
process takes in other countries, the process itself becomes a disincentive 
to U.S. exports and can result In loss of sale*.

Another area of potential disincentives involves the uncertainties generated 
by U.S. policies prior to the NNPA and reflected therein regarding the future 
reliability of the United States as a nuclear supplier   despite the Act's 
deliberate intentions to the contrary. Such uncertainties are reUted to the 
NMPA's requirement for the renegotiation of existing bilateral agreements and 
the other cumbersome licensing procedures established by the Act. To the 
extent that the United States is perceived by other nations as an unreliable 
supplier* U.S. exporters are at a disadvantage relative to other suppliers.

An evaluation based on reports from various sources such as Embassies, trad* 
publications, newspaper articles, discussions with vendors and government 
officials suggests that between 1974 and 1978. government regulations and 
policies may have been a factor in nuclear plant sales losses although the 
specific dollar amount of such losses which are directly attributable to 
export controls cannot be ascertained. Tfc« loss of sales of uranium 
enrichment services is also difficult to estimate. Some losses In the area 
of reactor components, technology, fuel conversion services and dual-end-use 
cootodities have also occurred but estimates of the amounts are not available.

The latest available Department of Commerce data indicate that the U.S. share 
of the nuclear reactor market (SITC Rev. 1, 711.7} varied widely over the 
1973-1977 period. It was 44.4 percent in 197J and peaked at 7J.fi percent In 
197$ before declining to 27.} percent in 1977. Estimates for 1979 show 
further slippage to about 24 percent. In the market for radioactive and 
associated materials. (SITC Rev. 1. $151 the U.S. share declined steadily 
during the period from $8.2 percent in 1973 to 27.8 percent In 1977. An 
estimate for 1979 indicates a share of about 29 percent. During the period. 
Trance. Germany, the United Kingdom, and Canada all sharply increased their 
exports of radioactive and associated Aiterlals while Germany. rranc« and 
Canada stepped up their stiles of nuclear reactors. While it is Impossible to 
apportion tt« share losses among the various factors, such things as the 
increased number of countries possessing sophisticated technology, the 
increased manufacturing capabilities and capacity of competitor countries. 
differences in technology, and differences in financing arrangements are 
Important factors to be considered along with any potential disincentive 
effects of U.S. controls.

Private Sector Views

U.S. exporters felt that the U.S. nuclear industry has lost ground to Its 
International cospetltors since the early 1^70's. Reiponses to the
Department's Federal Register notice indicated that U.S. business sees U.S. 
controls and non-proliferation policies at twin* more stringent than those 
faced by their competitors in other countries. while not favoring 
uncontrolled proliferation of nuclear explosive cap*b* tties, U.S. business
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executives often viewed the aore stringent U.S. control* a* falling to Beet 
the stated objectives because refusal by the United States to grant a license 
can sioply aean that the buyer will go clievhere to obtain virtually th« saae 
equipaent. They felt, therefore* th* United States loses export sales which 
could contribute to the health of its economy while failing to achieve its 
policy objective.

More specifically, U.S. business representatives felt that the climate of 
uncertainty concerning U.S. nuclear non-proliferation policy and th* 
so** times extensivt licensing delays are unnecessary obstacles to trade. 
Inadequate or nonconpetitive financing, primarily from the Export-Ivport 
Bar.*, also drew criticise froa U.S. business, fit thaold b« noted, however, 
that apart froa ascertaining that the potential export has net with all 
regulations, the Export-Import Bank has no special rules affecting financing 
of nuclear equipaent aft such.)

Some U.S. labor organizations stressed their opposition to relaxing U.S. 
regulations solely for the purpose of stimulating exports. They felt that 
present controls ar« acceptable and further th« U.S. policy goal of Uniting 
proliferation of nuclear weapons.

Private Sector Suggestions. Suggestions froa U.S. exporters for changing 
U.S. regulations and policies with resect to nuciear exports a*nerally aimed 
at ainiaizing the adverse effects and improving th« reputation of the United 
States as A reliable supplier. U.S. labor felt that the reliability of th« 
United States could be enhanced by expanding it* nuclear enrichment and 
reprocessing facilities capacity so that It could safely supply these 
services to other nations without transferring technologies which Bay lead to 
nuclear weapons proliferation. Other, sore specific, consents from the 
business coaajnit/ Included:

o the U.S. Covernaent should take a acre active rol* In promoting U.S. 
Industry In the international trade arena. This suggestion Is not 
limited to th* nuclear industry but has been aentloned by other U.S. 
Industries as well;

o U.S. agencies should process applications for licenses rapidly, at 
least seetlng their own established tl*etabl«s;

o tr* United States should take sttps to sake certain that the Intent 
of the NNPA to ensure the reliability of th« United States as a 
supplier is unquestioned. Customers should be able to g«t prompt 
long-term cocalttcnts:

o U.S. regulations which call for stricter controls than the rules of 
competitor nations should be modified.

Current Status and Continuity; D*v*lope»nt«

Many of th« suggestions fur change* in the present laws and regulations 
governing nuclear exports w«t* based on th* perception that U.S. regulations 
are stricter than those of oth*r countries. If a buyer cannot obtain what he 
wants froa * ti.s. supplier, he ca*» simply go elsewhere, because th« United 
States Is not in a monopoly position. Essentially* such arguments challenge 
th* effectiveness of th* U.S. program.
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The effectiveness of U.S. non-proliferation policy in slowing the proce** of 
proliferation, insofar as it has depended on export restraint, stem* fro* two 
inter-related source11 (a) the degree to which the control of U.S. nuclear 
exports has denied the technical aeans of proliferation to threshold state*! 
and (b) the degree to which the United States has persuaded other exporters 
to exercise similar controls. U.S. policy has made the process of acquiring 
sensitive nuclear technology more expensive, tedious, and politically risky. 
The multllaterallzatlon of nuclear export controls has reinforced the moral 
and political opprobrium attached to the pursuit of weapons-related 
technologies.

More stringent unilateral controls are useful. Inter alia, as an Interim 
measure while the United States works to encourage other nuclear suppliers to 
adopt more stringent policies and controls. Non-proliferation Is not a 
short-term policy, and insufficient tl»e has elapsed since the passage of the 
NMPA for a comprehensive assessment of U.S. policies in inducing a toughening 
of controls imposed by all other supplier nations. But there has been *ome 
success.

Export control policies as embodied in the WipA and related legislation, 
regulatory procedures, and executive actions have contributed to a system of 
international monitoring. Inspection, and control t.-st has been reaarkably 
successful in preventing the »UK*ry exploitation of nuclear technology. 
The IAEA's safeguard system has gained wide international acceptance and has 
become a key instrument for verifying that U.S. and other suppliers' nuclear 
exports are being used exclusively for peaceful purposes.

The recently-concluded international Nuclear Fuel Cycle Evaluation (INFCE) 
was a two-year effort directed toward the development of a greater degree of 
agreement regarding the technical, economic and resource considerations 
Involved in fuel cycle decisions. Over SO nations participated in this 
evaluation, the technical aspects of which should make possible future 
harmonization of nuclear policies among supplier and consumer nations.

There have been some recent Improvements in implementing the provisions of 
the NNPA intended to enhance the United State*' reliability as a supplier of 
nuclear materials and equipment to nations with good non-proliferation 
credentials. For example, the United States row will provide multiple fuel 
reload licenses for most of its principal trading partners. This recent 
change In licensing practice* eliminates the burdensone and costly process 
that countries with good non-proliferation credential* had to go through each 
time a fuel load was needed for a reactor. In addition, the requirement for 
a separate retransfer authorization has been eliminated for those cases In 
which the retransfer was foreseen and approved In the license issued by the 
KRC.

Further, generic procedures have seen instituted to provide quick licensing 
for components for most reactor* abroad. In March 1980, the ruiefc governing 
the issuance of general licenses vere liberalized to include export* of minor 
quantities of nuclear materials, and to enlarge the number of eligible 
countries. In June 1990, Coeaeret's Cotcaodity Control List for dual-use 
items was reviewed and updated and new procedures have been instituted 
allowing liberalized licensing for states with good .un-prolifcratlon 
credentials.
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The U.S. Government Is continuing its effort to seek multilateral support for 
non-proliferation controls across the board and has been successful to date 
on a case-by-case basis in removing foreign availability when the United 
States has deciOed to deny an export.

SHORT SUPPLY EXPORT CONTROLS

Definition of the Potential Disincentive

The Export Administration Act of 1979 provides for controls 'where necessary 
to protect the domestic economy froa the excessive drain of scarce materials 
and to reduce the serious inflationary impact of foreign demand." (Section 
3(2)(C)). ?he authority, when exercised, affects only specific commodities 
or products.

when short supply export controls are imposed, the purpose is either to 
monitor closely export levels or to limit exports of a specific coaaodlty. 
When quantitative limitation* are Imposed on exports, they constitute a 
temporary restriction on the market and, as such, may be distinguished from 
permanent regulations which continuously inhibit and increase the cost of 
exporting.

In addition to the discretionary authority to imp-?« short supply controls 
contained in Section 3(2](C), the Export Administration Act also mandates 
permanent controls over certain domestically-produced crude oil (Section 
7(dJJ, certain refined petroleum products (Section 7(eH, certain unprocessed 
western red cedar (Section 7(i», and horses when exported by sea (Section 
7(J)J. Provisions of several other statutes also provide mandatory or 
discretionary authority for controlling exports of petroleum and petroleum 
commodities.

Statutory Authority and Policy Objectives

Authority to control exports for short supply purposes has been in 
effect since World War II. Short supply controls were necessary immediately 
following the var because of a shortage of critical items such as steel* 
chemicals, and drugs In a war-devastated world. Additionally, national 
policy dictated the channelling of goods for the rehabilitation of friendly 
countries.

Specific authority to control exports of petroleum was first enacted during 
the Arab Oil Embargo of 1973-/4 and additional authority has been provided in 
subsequent years as the worldwide energy problem has Intensified. Authority 
to control the export of horses by sea was first enacted in 1977 to prevent 
the export of horses under inhumane condition*] while export limitations on 
unprocessed western red cedar were enacted lu 1979 to encourage the 
processing of such timber by domestic sawmills and Its export as finished 
lumber rather than in log form.

Pertinent laws and regulations includet Export Adainistratioo Act of 1979, 
Sections 3(2) (CJ and 7 (P.L. 96-72} j Export Administration Rtgvl.it lon» <15 
C.F.R. 377); Mineral Leasing Act of 1920, Section 28 (u), \s amended by
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Trans-AlasUn Pipeline Authoriiatloo Act of 1973; (P.L. 93-15); Erergy policy 
and Conservation Act Of 1975, Section 103 (P.L. 94-163*; Naval Petroleum 
Reserve production Act of 1976, Section 201(llHe) (P.L. 44-258); and the 
Outer Continental Shelf Lands Act Asendaents of 1978, Section 28 (P.L. 
95-372).

JPgiIey_ObJ>ctitfg«. Section 312] (Cj of the Export Adaimstration Act of 1979 
sets forth the policy objectives with respect to short supply export 
controls. Exports Of goods 3ay be restricted where necessary to protect the 
dosestlc econosy free the excessive diain of scarce naterials and to reduce 
the Inflationary ispact of foreign demand.

Both of these criteria Bust be cet before controls arc vat ranted. Because of 
the requirement in Section ?(bi that controls should be t a posed in a Usely 
sanner, weighing the voloae of exports in relation to dosestic supply and 
evaluating the extent »o which exports impact on domestic prices requires 
difficult assessments of future trends. Thus, administration of the A<:t 
Involves substantial discretionary judgment, which Bust usually be exercised 
in the face of sharp disagreement asong affected econoeaic sectors as to 
whether the criteria, have been satisfied.

AAai-ilstrJtlon of Controls

Experience with Short Supply fcntfols. S'wtt s^ppo-v controls have generally 
not involved an embargo of export*, but rather t*i« setting of export quotas 
at, or slightly beneath export ie/elx of recent /ears, with individual country 
quotas establisf'ed accord.ng w re-Mil export pattens. Short supply export 
controls have generally been used oil/ for basic eater tais. The export of 
co=Koditi«s sanufastuied froa t^ose materials, contain.n? the value added 
cosponent of tf*e Jun-faetunng process, has usually been persisted wj-hcat 
restriction.

Contadities subject to short supply export Iterations Junng the last ten 
years havt included copper, nieke*. ferrous sir*p, cattlehides. soybeans and 
cottonseed *-id t!-e seal thereof, »-.ed*OA« ta.iow, and petroieun and petroleua 
energy products. Except far petrjleu.i and petroleua products, rw. other 
cosnoditles are presently s-bjtsrt tw quantitative restrictions >m exports for 
reasons of short supply. a;tho,$h export quotas arc in effect on unprocessed 
western red cedar as requ.red b/ Sec'ion 7*1, sf the Export Administration 
Act of 1979.

when irposed, sheet supply expo:* .t-**.it*ons k*^« ge-era.*/ b««T effective 
in furthering the.r objectives of ass.r.rg r\ ajeqjate supply of the 
ccntrolUJ cosnod.iies for dc=est*c -se and n =it.gating t b.« inflationary 
irpact of export*. Bc««ver, t,b* jse ^f ij«-!t*t»ti-rt export Imitations 
inevitably ralitt q.est^^s *s t^ t k « rei.ability of t.-.t U Ĥ *.td States as a 
supplier lor particular expait sar't«ts. Thu is a itgiti^it* issa* ai3 is 
considered wher. cwteKplat^ng possisie rertr.cti^ns. Severt-,*.ess, with the 
possible exception of t!-e 19?3 i^r*-»i controls. «h*:< t"c *.idtnc« i* 
inconclusive, tt-e past ust of short sjpp./ z'.itroia r.as iit-S r-> apparent 
lasting lrp*ct on e.t^er do-.estie pr.ijct.o- ar cxprr-s o* "-h* controlled 
cosioditits. li rearl/ a.; ?tt: .-,stai«s f.t Vr.itti s^^-« ha* been the 
world's largest or only i=pa:ta-,t s.pp..er of tt-e cc-iroi.* «-."^itt«* *^d 
significant alt«rr.a*iv* sources $; ?!/ .w a;* -at *x.st«*
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Private Sector Views and Suggestions

There was little evidence to suggest that there is even nininal opposition to 
the existence of legislative authority to iKpose export controls for short 
supply purposes. However, policy disputes invar iably surface when actual 
export controls are conteaplated. Agricultural interests strongly opposed 
restrictions on agricultural exports. Their position was that free narkets 
would best ensure adequate supplies, that fara exports contribute 
significantly to the trade posture of the United States, and that 
restrictions can impair confidence in the United States as a reliable 
supplier. Organized labor interests supported the short supply objectives of 
the Export Administration Act. They strongly urged that the export of goods 
in short supply be stringently controlled in order to protect the economy 
Iron an inflationary lepact. The Federal Register (45 F.R. 28387, April 29, 
1980) request for contents did not elicit any suggestions concerning short 
supply export controls.

Current Status and Continuing Development

The Export Administration Act of 1979 reaffirmed the long-standing policy 
objectives of protecting the econoay from the excessive drain of scarce 
materials and inflationary ispact. Short supply export controls are 
administered by the Office of Export Adainistcation (OEM of the Department 
of Coaaerce. In assessing the need for, or iaplenentation of controls, OEA 
consults with other governaent agencies and considers fully the views of 
groups affected by the proposed controls. In appropriate cases, public 
hearings are held and public coetnents are Invited. laplesentation of the 
short supply control function necessarily involves seeking a balance between 
the policy objectives of imhaspered exerts and the avoidance of scarcity and 
Inflationary conditions.

RESTRICTIONS ON EXPORTS OF HAZARDOUS SUBSTANCES

Definition of the Potential Disincentive

Lioltations on the production, sale or use of hazardous substances say 
prohibit some exports and »ay discourage others.

Statutory Authority and policy Objectives

Ovc* the years the U.S. Government has enacted a variety of legislation and 
established regulation concerning th* production, sale or use of products 
that aay b« harmful to consumers, workers, or the environment. These 
products range fro& certain dtugs and cosatetics to *<xte toys and pesticides. 
While these statutes address themselves principally to the concern of 
domestic protection. soa« contain provisions relating to the export of 
non-coaplylng regulated products.
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At present, more than a dozen laws have a direct or closely related effect on 
hazardous substances exports. Their effect varies substantially fron law to 
lav. Through then the export of soue products, HVe unapproved new drugs, Is 
prohibited entirely. Cther product*, such as dutiable fabrics. Bay be 
exported as long as they are produced *ad labeled for export only. Still 
others, like electronic products not cooforaing to dotoestic standards, aust, 
in addition to labeling for export, neet all the applicable requirements of 
the foreign country. Finally, scot products, like Medical devices not 
conforming to perforaance standards, also require determination that 
exportation Is not contrary to public health and safety, »nd approval of the 
importing country. (A listing of the statutes affecting the export of 
hazardous substances Is provided In Appendix ?.)

Son* observers believe that these controls are a disincentive to exporting, 
particularly where export Is prohibited altogether. Where Iteas are 
available without similar restrictions free other sources, U.S. restrictions 
aay serve to discourage trade In U.S. products to the advantage of 
unregulated foreign competition. Disincentives aay exist where the costs of 
complying with domestic regulations raise the production and export price and 
thereby reduce international price competitiveness. Procedures for 
compliance aay also be time-consuming or burdensoae, leading some companies 
to conclude that It Is not worthwhile to export.

Others believe, however, that controls are necessary and appropriate fur the 
long-term protection of U.S. coswerclal and foreign policy Interests. 
Inadequate controls of exports of hazardous products could underaine the 
confidence of foreign buyer* in U.S. products. Additionally, the 
unrestrained sale of hazardous products abroad could impair U.S. relations 
with our trading partners. International bodies such as the UK General 
Assembly, as well as individual foreign countries, have expressed 
considerable concern over the issue of hazardous substances exports. In 
addition, while products exported night not be permitted for sale In the 
United States, Americans might still be affected indirectly « through 
reimportation of the original substances or their traces or derivatives, or 
through transport of the substances bade to this country via the air or 
oceans.

In an effort to balance these viewpoints, an Xnteragency Working Group on a 
Hazardous Substances Export Policy (HSEPJ was formed two years ago. In the 
wake of the controversy over the continued export of TRIS-treated children's 
sleepwear long after doaestic sales were banned. Chaired by Esther Peterson, 
Special Assistant to the President for Consumer Affairs, the 24-agency 
working group has sought to develop a consistent export policy for products 
generating health, safety and environmental problems.

The working Group has agreed upon the basic considerations that should be 
taken Into account In developing a policy to govern the export of hazardous 
products:

o As a nation exporting banned or significantly restricted hazardous 
substaices, the United States has a noral obligation to recognize and 
assist In controlling th* potential effect* of these substances on 
the health and safety of citizens abroad and on the world envirpnaent.
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o Nation* differ substantially In their economic and cultural 
conditions and in their use of, and nt«d for, hazardous substances. 
It i& difficult for one nation to make decisions on the acceptability 
of risks for another nation. Such assessments require extensive 
information regarding ccor-^nlc, political, and social conditions 
which U.S. regulatory agencies do not have and cannot readily obtain.

o U.S. relations with other countries could be named by unrestrained 
export of substinces which are banned or significantly restricted in % 
the United States.

o The unrestrained export of hazardous products could underline 
confidence of foreign buyers in U.S.-aade goods, and could jeopardize* 
their sale abroad.

o Excessively restrictive limitations on the export of products vhUh a 
foreign country may decide It needs could place U.S. firms at a 
competitive disadvantage and harm U.S. relations with the government 
of that country.

o Excessively restrictive limitations could place significant economic 
burdens on the U.S. economy, including adverse effects en the balance 
of trade and payments, on output and jobs, and perhaps on domestic 
competition (if smaller firms suffer disproportionately froa reduced 
Ability to compete in foreign markets).

o An export policy should be administratively simple and inexpensive to 
Implement, and should recognize the complexities of international
commerce.

o The United States should encourage and participate actively in 
International initiatives to develop consistent policies for 
hazardous substance exports, and for the sharing of data, analysts, 
and information. The effectiveness of unilateral United States 
action could be substantially diminished if foreign facilities or 
firms were to become alternative suppliers of substances which U.S. 
policies seek to control.

o The United states should atteapt to protect American citizens against 
the dangers to their health and safety of Importing hazardous 
substances and their derivatives or residues, and of damage to the 
world environment.

In Its effort to develop a more consistent hazardous substances export 
policy, the Working Group Is endeavoring to balance these considerations 
appropriately and to avoll unnecessary impediments to U.S. export sales.

Administration of Regulations

The administration of regulations regarding hazardous substances exports is 
vested in a number of different agencies. while the Food and Drug 
Administration, for exaaple, administers aost drugs and cosmetics, the Drug 
Enforcement Administration handles narcotics and dangerous drugst the 
Consumer Product Safety Commission administers consumer goods> while

S7-S35 0-80-9
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pesticides, cheat I substances and cfn.aic.al wastes are handled by the 
Environmental Protection Agency. In addition, agencies such as the 
Department of Comer ce, the Agency foe International Development and the 
Export-Inport Bank also have guidelines and authority that aay pertain to the 
export of hazardous substances. (rot elaboration on regulatory authority, 
please refer to Appendix P.)

This dispersed authority and, aost importantly, differences in underlying 
statutes, has soaetlxes resulttd in inconsistencies and disparities in 
policies regarding exports. It is often not readily apparent why one 
donestlcally-banned product nay b« exported (e.g., certain flarowble 
fabrics), while another product, teraed hazardous but regulated by a 
different agency, requires approval of the Isporting country (e.g., 
non-coBplylng atdleal devices).

While there Is clearly no rationale for (urging the various administering 
agencies into one authority for the sake of achieving consistency in export 
policy, there Is strong justification COL developing an overall approach that 
would bring core consistency and order to the efforts of th* agencies 
Involved. This has been one of the principles under which the HSEP Working 
Group has been operating.

Efforts of the HSEP Working Croup. in its effort to develop a sore 
consistent, acre effective Fcdetal policy regarding exports of substances 
which are banned or significant!/ restricted in the United states, the HSEP 
Working Group has reached a general agreeaent on desirable *-ita«ftt» for a 
hazardous substances export policy* These elements deal with natters of 
definition, reporting, notification, exercise of controls, and international 
cooperation.

Definition   The policy would cover substances which are banned or 
significantly restricted in the United States. This would include a 
pesticide, cheaical, food, (including neat products or poultry), food 
additive, drug, cosaetic, nedical device, electronic product or consumer 
product for which a federal agency has taken any of the following types of 
regulatory actions in ordec to protect against actual or potential threat to 
health or safety of the Unite*! States public or to the environment:

o Final ruleaaklng or adjudicatory action (including eaergency or 
inter la binding action} which denies or revokes approval for, or 
prohibits, the manufacture, production, use or sale in the United 
States)

o final ruleaaklng or adjudicator/ action (including esergency or 
Interim binding action] which prohibits or revokes approval cf most 
significant uses in the United states]

o withholding or absence of registration or approval fot st substance 
for which federal law requires Federal Agency rt .sfatlon or 
approval before xanufacture, pisxtuction, use, sale ot l.-poral In the 
United States.

To avoid any ambiguities the Group has developed a spccittt definition which 
identifies the products subject to the policy *>? referring to specific 
provisions of specific statutes.
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Annual report   An annual suasary of U.S. regulatory action* taken during 
the course of the year which ban or significantly restrict hazardous 
substances for domestic use would be published. Also included would be 
suanaries of important pending regulator, actions and additional information 
on both final and proposed action.

The report would be an up-to-date compilation of U.S. regulatory actions 
concerning hazardous substances of interest to the world community, apprising 
foreign governments of regulatory actions recently taken as well as 
prospective regulatory actions. Furnished with this information, a foreign 
government could take whatever regulatory actions it deemed appropriate, at 
the sa*e tine the U.S. regulatory action takes place. The sumnary could also 
be used as a "hazard alert* for foreign governments for products that they 
nay be importing from other countries. Many foreign countries have expressed 
a strong desire to obtain inforaatlon about the hazardous properties of 
Imports that aay have been identified by others but are not known to the 
importing countries, so that they aay aake wise decisions about those Imports.

Notification procedures   hhlle several recent iaws require notification of 
the importing country, either tied to first shipnent in a given year or to 
actual shipnent, for aost of the categories of substances un&r the policy's 
definition, the notification requirement* differ in teras of timing, 
frequency and content of the notice. Moreover, sost of the relevant l£*s are 
relatively new, sating it difficult at the present time fo: the Wcmir.g Croup 
to reconnend a test scheme for notification.

The Croup does believe, however, that notiflestion of snlpnent should 
regularly occur through the State Depart**;i», and that State *hould be 
responsible for forwarding the notification to the appropriate government 
officials of the country of destination and to the U.S. embassy In the 
country. This would not precise the U.S. regulatory agency responsible for 
the notification from Baking direct contact with foreign government 
officials] in the cast of some laws, agencies are required to sake this 
notification. Kith a »ore unifora notification procedure, the Working Gro^p 
believes the likelihood will be greater that the notification will end up in 
the right hands of the foreign government.

Use of export^ controls   For a relatively small nusber of substsnces, which 
because of the severe degree and nature of the hazard they entail could pose 
serious foreign policy problems for the United States, the Working Group 
proposes that export controls be applied under the foreign policy control 
provisions of the Export Administration Act of 1979 (EAA). To be subject to 
such controls, the EAA would require that th« substances be identified by the 
Secretary of State with the concuirence of the Secretary of Ccoaerce for 
inclusion on the Cooacxhty Control List (CCLi. To facilitate this process, 
the State Department would chair an interagency task force, which would 
include the relevant regulatory and environmental agencies, to consider which 
of these substances should be recoeaended as candidates for th* CCL.

Once a hazardous substance had been placed on the CCL, an exporter would hive 
to apply to the Coeserc* Department for a validated license to export that 
substance. In deciding whether to approve individual license applications, 
the Department of Coeserce would, in accordance with the EAA. consider 
whether denial of the license would "further significantly the foreign policy 
of the United States.* Consideration would also be given to, among .others, 
the following factors:
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The type, extent, and severity of the risk posed by the substance;

The likelihood of Us having d>trlsent«l effect*;

The destination of th* proposed export:

The uc* to which the export substance was Intended to be put;

The benefits to be gained by the export]

The availability of similar non-hazardous alt'tnatlves;

The views of the importing c<" r.try, the Congress, and industry 
representatives; and

Ti* ability of the importing country to mlti;jte or avoid harmful effect*.

It is anticipated tnat relatively few Sdostances would be added to the CCt or 
ultimately be oenied export.

International cooperation   The Government vQ*ilO work to sncourage 
international development of worldwide hazard alert systems, export 
notification programs, uniform r^zard label In?, clearinghouses foe 
informsUon on health and safaly risks, and common standards and practices 
regarding the export of hazardous substances. The United State* has been 
participating In international efforts to deal with the hazardous substances 
situation through the UN General Assembly, the UN Environment Program and the 
Organization for Economic Cooperation and Developnent. In addition, on-going 
technical assistance programs would focus on helping developing countrlet 
establish adequate standards for health and safety, competent regulation, and 
effective use of hazard Information.

The HSEP Working Croup is presently engaged in the preparation and refining 
of Its final draft report. The tirj.1 report Is expected to be completed by 
the end of the summer.

Effects on Expor ts

Under present laws and regulations U.S. exporters of pountially hazardous 
goods may incur higher production costs In complying with U.S. health and 
safety standards, and these costs may contribute to making U.S. exports less 
competitive in world markets. Additionally. U.S. laws and regulations may 
create specific costs associated with production for export, i.e., special 
labeling, securing preliminary requests or consent from purchasing nations 
that discourage some manufacturers from engaging In export sales.

Other effect* on exports depend largely on the type of product exported. The 
loss of exports resulting from the prohibition on exports of drugs not 
approved for sale In the United States Is an example of potentially 
significant export costs. In some Instances diseases ar* specific to areas 
of the world outside the United States* but In order fot a U.S. company to 
supply drugs for treatment of these diseases, the fira Must secure food and 
Drug Administration approval to sell the drugs In the United States   a 
relatively Use-consuming «nd costly process. In some eas«, U.S. firms have 
established or expanded production plants abroad to avoid the costs and 
delays.
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On the other hand, the argument for U.S. Government control* ovar expects of 
drugs It strong, since uncontrolled marketing of U.S.-made <!rugs could pose 
serious damage to public health sbroad and could effect foreign buyer 
confidence In U.S. products and impair U.S. relations with other countries. 
Current problems with labeling of U.S.-'uJe drugs sold abroad (such labeling 
i* not nov regulated) Illustrate X* dangers.

The economic effect* on exports of regulating hazardous substances are 
difficult to deter«lne. In cases where the product can be freely exported 
(»*? » cos**tics) ts long as it Is produced solely for export and satisfies 
the laws of the foreign country, the Impact of the regulation 1* probably 
Insignificant. On the other hand, so** exporters feel that the provision In 
a number of statutes which requires export products to neet U.S. standards if 
the product Is also available for the U.S. Market auy have a significant 
negative Upact on exports. Similarly, in the case of drugs, where the 
product aunt meet U.S. standards regardless of availability or even need In 
the U.S. market, companies believe that loss of export sales is probably 
significant.

Private Sector.Views

Private sector views on exports ot hazardous substances as expressed in 
response to the federal Register notice, at a conference held with 
representatives of labor unions, and from, other input, ranged froa support of 
the status quo to need for change, and from product-specific complaints to 
general contents.

Exporters contended that other governments do not impose legal restrictions 
on the export of hazardous substances to the extent the United States does, 
which aerftly allows Importing countries to obtain the products froce other 
sources. The case of FDA prohibition on exports of all unapproved new drugs 
was most frequently cited, along with the notation that no other major 
drug-producing country bans such exports as long as the drug is not in 
conflict with the laws of the Importing country. Business representatives 
asserted that many foreign countries have adequate registration and 
regulaUoo procedures of their own. They argued that, particularly in the 
case of drugs, the exportation Is more appropriately governed by the laws of 
the importing country.

Business representatives also consented on the cost effects on exports of 
complying with domestic regulations. High costs of compliance were cited as 
reasons for establishing or expanding manufacturing plants abroad rather than 
in the United States.

while business views were concerned primarily with the effects of present or 
proposed regulations and policies on exporting, labor views were concerned 
with maintaining health and safety standards, both domestic and 
international. Labor representatives believed that the consumer protection 
afforded by domestic laws should be available to all citizens, and that U.S. 
exporters should not be encouraged to avoid social responsibilities when 
exporting. Further, they voiced concern about potential health hazards to 
U.S. workers employed In the Manufacture of products for export when the 
production of these'is banned for use in the United states.
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It should be no tec that no coaaents v«r« received through this process from 
consuner, environmental and health groups. However, in consultation meetings 
held by the RSEP Working Group, organixatlon* of thent types generally 
expressed strong support tot continued constraints on hazardous substances 
exports, and In wny cases urged that the constraints be considerably 
strengthened.

Business Suggestions. Several of the views contained suggestions which soae 
exporters felt would miMatte the negative effects of present laws and 
regulations on their international business. Trn following are 
representative of these suggestions:

o Permit the export of huaan drugs not approved by the FDA if they: are 
labeled exporti accord to th* specifications of the foreign 
purchaser, are not in conflict with the laws of the liportlng 
country; and are not sold or offered for sale in the United State*.

o Undertake a review and analysis (by either the KSEP Working Croup or 
any other task force on export policy) of not only the various agency 
export statutes but also the nature of the incentives and the 
disincentives to export under current law and prospective changes. 
The group should suggest what changes, if any, should be aa<!e In the 
Individual laws.

Current Status and Continuing

In February I960, a bill (H.R. 65871 was introduced to os«n(l the Export 
Administration Act of 1979 to restrict the export of hazardous substances. 
A£ originally written, the bill would prohibit the export of products whose 
sale is regulated under the various domestic laws, unless it is permissible 
to sell the products in the United States. In addition, no product could be 
exported if its sale dosesticaUy was subject to registration, licensing, or 
use requirements iaposed by various laws, unless the sale of the good in the 
importing country is subject to restrictions coaparable to those in the 
United States. As exceptions to these provisions, export licenses could be 
Issued on a United basis if both t> Secretary of Conserce and the head of 
the agency limiting the substance concurred, once « variety of criteria were 
met* Including proof that the government of the importing country had 
requested the product] that the applicant had fuiiy informed the government 
and consignee Involved} and that the potential benefits of the intended 
regulation outweighed the possible hazards. This regulation would also 
pertain to exporting an ingredient of a hazardous product, and all of these 
exports aust adhere to U.S. labeling requirements.

Hew requirements may entail additional aanpowet and o^^rwork, which nay 
create an additional cost burden to the exporter and to the federal 
government. As an example. and constdtrin? onU the aiainisuative issues. 
the initial version of H.R.  517 cou  create a number of procedural and 
administrative difficulties. It would require active «. t'-tvtitton ty both 
the U.S. and foreign governaent involved in each »« .elated export sale. 
Under the bill's provisions, administration of export con ti vis would become 
more complex, given that approval of an export license wo -i J reguire the 
concurrence of the Secretary of Coast rce and the regulat - »-*nc/.
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Administration Actions   Past, Present and Future. The Administration has 
encouraged the efforts of the II5EP Working Ctogp to develop a consistent 
approach to dealing with hazardous substance* exports. At the fane tine. It 
has sought to ensure that the aeasures proposed by the Working Croup not 
create an/ additional unnecessary disincentives to exports. The fact that 
the Working Croup has labored for tw> years and has revised It* report at 
least five tines is an indication of the serious intent of the Administration 
to avoid placing unnecessary burdens on exports. Initially proposed Matures 
have been aodified and reworked during th* past two years to encoapass only 
those deeaed essential for the control of more clearly defined hazardous 
substance exports.

To ensure adequate opportunity for private sector input into the policy 
formulation process, USTR and the Cceaerce Department sponsored a meeting on 
July IS between certain industry, agriculture and labor interests and the 
Office of Constsaer Affairs and CEQ to discjss the draft KSCP. A number of 
comeits were Bade and concerns expressed about the draft policy. OCA and 
CEQ have indicated that any legitiaate concerns and cooaent* expressed by 
these potentially ispacted interests will be considered before the policy is 
aade final,

Concurrent with the developoent of the Hazardous Substances Export Policy, 
the Administration will continue to work with U.S. exporters and Congress to 
ensure that actions taken under the policies are balanced and consistent with 
national objectives of cons user health and safety, environmental protection 
and export expansion, as we*l as relevant foreign policy considerations. The 
Administration will also continue to pursue, th.augh multilateral and 
unilateral channels, better international cooperation, understanding and 
education regarding th« sale, use and export of hazardous substances In and 
to all countries.
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CHAPTER 8. TAXATION Or FOREIGN EARNED INCOKE

Definition of the Potential Disincentive

The United States is the only major industrialized country which taxes on the 
bait* of citizenship as opoosed to residence oc domicile. From the first 
Revenue Act of 1913. American citizens* wherever residing, have been taxed on 
their worldwide incoae. They have been allowed, since 1916* a credit for 
foreign incoae taxes paid. The Task Force on Taxation of the President's 
Export Council* reflecting views widely held in the business comunlty* 
reported on December 5, 1979 that the difference In tax treatment between 
Alter lean citizens working overseas and their counterparts fron competing 
Industrial nations Is discouraging «any Americans from taking foreign 
assignments and encouraging their replacement by citizens of other countries.

Our major trading partners exempt from taxation all or many of their 
nationals who reside abroad. Therefore, the U.S. tax liability of Americans 
working overseas often makes it more costly to hire Americans. It Is argued 
that U.S. companies which, nevertheless, choose to hire Americans because of 
their technical expertise and reliability, risk losing contracts fo? overseas 
projects because of the higher coapensatton costs, and U.S. exports are 
lost. If U.S. cnepanles hire nationals of other countries Instead of 
Americans they aay gain the contracts, but the valuable follow-up exports of 
capital equipment and replacement parts is often lost, because forvign 
nationals tend to specify sore familiar foreign products and suppliers.

In adopting the Task force report, the President's Export Council stressed 
the need to eliminate th« preeminence of tax considerations in aanageaent 
decisions whether to employ Americans or non-Americans In overseas 
positions. The United States coepetes abroad through private sector 
companies whose employment decisions should not b* determined by tax 
considerations.

The irpact of the current aethod of taxing overseas Americans Is moct 
frequently identified as critical for personnel of U.S. engineering and 
construction firms competing for contracts in developing nations, personnel 
of U.S.-controlled foreign subsidiaries also report adverse effects, as do 
Aaericans throughout the world who influence foreign procurement decisions, 
or perform After-salts services. A variety of foreign operations by Merlean 
companies tends to create exports from the United Statest sooe U.S. ccapanUs 
feel they can b* more successful in these beneficial fore is ft operations If 
they are able to use Axerlean employees rather than foreign eaployees without 
having U.S. tax laws make this, practice *or« costly for them.

Statutory Authority and _pglicy_0bjeet_i_yeii

This section describes the changes in the aaount of foreign earned incone 
which could be excluded from U.S. taxable income. The primary objective of 
the successive reductions In the value of the exclusion has generally been to 
reduce disparities between resident *nd nonresident U.S. taxpayers, and to 
prevent abuses. The *ost recent change, in 1971, replaced tht exclusion, for 
most Americans overseas, with a serie* of deductions for added living costs. 
This change reflected the vlev that in »*ny cases added coapentition for
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overseas emplcyment did not result in real economic preferences for work 
abroad, tat was necessary to offset the very high costs and adverse 
circumstances encountered overseas.

In 1926, concerned that vjtldwiOe taxation of American citizens was impairing 
the ability of their U.S. erployers to cocepete abroad. Congress passed the
 earned Income exclusion.* The Revenue Act of 1926 allowed a U.S. citizen 
who lived outside the United States for tore than six aonths to exclude fro* 
his taxable Incoae all income earned while resident abroad. (p.L. $9-20, 
Sec. 213(b)(14>.) In 1942 Congress United eligibility for the earned Incoae 
exclusion to those Americans who could show a "boo* fide" residence In a 
foreign country for an entire tax year. Congress again uended the 
eligibility requirements in 1951, extending eligibility for the foreign 
earned incone exclusion to include Americans who could establish that they 
had been physically present in « foreign country for .7 out of 18 consecutive 
months.

In 1953, primarily in response to abuses -<t certain entertainers and others 
living abroad. Congress established * limit on the aaount of the earned 
Income exclusion   for the first tiae since its inception in 1926. Persons 
eligible by virtue of their physical presence in a foreign country could 
exclude from U.S. taxation up to 520,000 of the income they earned while 
abroad. Bona fide residents of foreign countries remained eligible for the 
unlimited exclusion.

The Revenue Act of 1942 limited the foreign earned Incose exclusion to 
$20,000 a year for the first three years of bona fjde foreign residence and 
$35,000 a year thereafter. In 19(4, the 515,000 maximum exclusion wts 
reduced to $25,000. A $20,000 ceiling was maintained for bona fide foreign 
residents of three years or less and Americans present abroad for 17 out of 
18 consecutive months.

Despite these limits, Ax«ric«ns employed abroad during the 19SO's and 1940'a 
were generally exempt from U.S. taxation because the 525,000 maximum 
exclusion was greater than the typical salary o' an American ertglneer* 
manager, or sale* representative. During the 19(0** and early 1970's, 
salaries increased with inflation and the overseas allowances paid by 
employers to compensate for high foreign living costs rose even fasten In
 any cases the $20,000 or $25,000 exclusion was less ihan amounts received by 
Americans for foreign employment. Income above the excludable aaount 
remained subject to U.S. tax at lower rate brackets, however, and foreign 
taxes paid could be credited dollar-for-doilar against the remaining 
non-exempt portion of foreign Incoae.

The tax treatment of many overseas Americans was affected by several Tax 
Court decisions in 197$ holding that allowances provided by e&ployers for 
housing, schooling and non-business ttavel are includable in taxable Income. 
The actual foreign cost of employer-provided housing must, according to these 
decisions, be da teed as tncoce. rather than the fair earktt value of
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coafjrable Sou*ing in the United States.

Significant changes in the tjx ir«jit«nt of U.S. citizens eaployed abroad 
were also aade by Congress in the TJX ftefara Act of 1976. In addition to 
reducing the aaount of foreign earned incos* which overseas Americans could 
exclude froct taxation by the United States to 515,000, the 197$ Act oade 
other changes which reduced the overall tax saving to be derived ft on the 
exclusion available under prior l»w. First* additional incoae be, nd the 
exespt incoc« was aade subject to C.S. tax at the higher rate »*acVets. 
Second, foreign taxes paid on the excluded portion could no longer b« 
credited against U.S, tax liability. Third, if paysent of the foreign earned 
Incoe* tax were aatie outside the country where earned* as « sethod of 
avoiding taxes in the host country, the benefit of the exclusion could be 
lost.

The reason given for these provisions of the Tax Reforn Act of 1974, as 
explained by the Joint Coeaittee on Taxation, vis that th« attention of 
Congress had been cabled to the presence ->( certain unintended consequences 
of prior law. for example, t.1* allowance of a foreign tax credit for foreign 
taxes p*t*i on the exciuded incose enabled the expatriate also to reduce his 
'>.S. taxes on oth«t foreign incooe. The reason given b* the Joint Ceeaittee 
for not coepletcly phasing ojt *,he exclusion *us *f that the competitive 
position of U.S. firs,: aito-ii is not jeopardized."

The cosbinat.cn of the Tax c« n ("ecisions and the Tax Reform Act of 1976 
sharply increased tr* tax l»at»ii»t, of Many Anettcans overseas, prompting an 
intensive campaign for xegn.ative teitef. U.S. corporations, coop* ting for 
engineering and construction »<•>< in the ?il-nch, lov-tax Kiddle East tin 
countries, strongly opposed the new legislation. The principal arguments 
tu>- p:esvnted in (Jelnst of prejerv*ng or improving the status-quo prior to 
1976 we;e sc^anxed in a report prepared for the Department of Cceserce by 
Mr. Ro> Siou^h entitled. '0.5. Poiicy Toward Taxation of Foreign Earnings of 
U.S. Citizens*, published in Ajg^st 2978.

The CoRtere.ice Cocaitt^r Report Q« t&« 1976 Tax ft?fora Act indicated an 
expectes *evetu« gain of $44 ni*U^ in 1977 and 5)8 ail I ion thereafter as 4 

of these chaiies in taxation of overseas A^er leans, A 197i 
based o- 1?6*. ta*. returns iitUalli es*tcated that the changes 

in Section 31i wr>uu cantnbut*- annually about S4S aillion of additional 
rever..*. However, in l»n Treasury aade a further study of the revenue 
effects af the 1976 changes K* .x^sitjt* taxation. On the basis of sfxci ,* 
tabulations of 197$ retarni. t** Tr*J5or/ revised its vstlsate of th« 
increased tax burden en As«rr»var,« corning abroad upward to $318 Million. 
^a»e3 on tihe tacose* *4 ar-prJX*R«t*iy 1*5.000 t*x^4/*r», at estimated 1977 
,,,-ofte levels. Tne tax ef'^cts <jf th* changes which the Tax Refora Act of 
*#/6 ftaJe in expatriate eoRpensat >.<. wv,j*'J hart bee->, th«:efore. »uch greater 
Shan aecbers oS Congress

js responded to si* .-o-^tn that the *arge and previously unexpected 
incr«a»es w«re applicant t« k .>ictiv«l/ by passing IMMic Law 95-30* "The Tax 
Extension Act of *973" tnueh fwstpone'l the. effective date of the Tax Reform 
Act changt-s in sfc* *irr.M *n-.-c««* vxesption to January 1* 1177.

In March *9>7. the Koas +•*;-> tnd Xean^ Coeu;:** Tain Fore* on Foreign 
Source Incoce "tccKeendei **•< **??*»* o* the Section 911 exclyaion cf incase 
earned abroad -arvd *-* r*p3-*c-r*it wifi a deduction iur certain educational
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expenses, eitr*t provided m Kind at reimbursed by (he employers, and an 
exclusion of i,* v»l^ of eaployer-juppliod "auntcipal-type services." The 
Tas*: Force also recces tndcd that th* Secncn 912 exclusion of ail statutory 
allowance* given to c*vilia.n employees of the United States Government be 
teplaced.

At th* beginning of 1979, the Ad*.* nist ration subftittea proposed legislation 
to Congress tha: wouid have ieplaced the Section 9U «jrned incose exclusion 
with a new systea of deductions io, certain expenses incurred for housing, 
education and hose leave traiei. The Adainisuuion proposal would have also 
broadened the conditions <-nJ<ti which housing and neais furnished in a casp or 
barracks or siailar coepo^nd »» -id be excludable froei ir.cosc, provided they 
vcre furnished in the genet al vtcinitj of tr.e business presises of the 
employer or in a pU« w,.«t« al^jatc dUernitlve a«al& aid lodging were not 
available. The Administration • , :u.-u»al WAS generally O,-*E taken by a series 
of aote liberal bills inttoj^cri •duon^ the 2nd session of the 95th Congress, 
a coeposit* oi which pravtocd the -ybitance of the Foreign Sained Incone Act 
of 1978.

In 1978, the current U* was enacted . It eliainated the general exclusion 
from incone previously atlcved. A $20,000 exclusion was provided for those 
living in react e casps, *u»,^ct to several restrictions. For other U.S. 
citizens abroad, a systea ,f t^eciai deductions for extraordinary expenses 
was instituted. A sussa.* of these provisions appears in Annex A to this 
chapter.

Ada i n i s t r a c i on of Pol le i *•_•*. _* > . . t-*w

On May 9, 19T9. the irejauty ti sued proposed regklatifls to Uplesent the 
Foreign Earned Incort Awt <?I i^8. A public hearing -o the regulations w« 
held on August :$,

Th« general view of f*c j^ts^s^ twsine*^ -xnnunitj w*s that th* proposed 
regulations govecnir.3 tn* Secti-wi >it "ca»p exclj»*^n' wete too restrictive. 
In, Dectsber 1979 tft* Tasi F«-?«- ^i Tax»t, igf, ,.f the PceMdent's Expoft Council 
aac« the follow. ng te a. - ^itions regarding the proposed regulations 

the Foreign £arr ^ incoee Act of 1978:

•Regulations and interpret s*of* in force un-3« ;»•* current tax law 
concerning Asec tcans living *n> casps In hardsh.f areas (Section 911) 
should be sispltfied end a*d« less restrictive, in keeping with the 
Intent of Congress."

"The current tax law cwic*.r,*na *l*jwances to eapl-jyees for «-xc**s living 
costs incurred whti* itvini 4b-tw*-a tSc.'tion ?,J* «V>ul>l It* interpreted tn 
the least restrictive ar.d staples napner.*

Treasury sodtfled iaportant eier' ; . . /* the Seit,.^ 91. i^gulatlons in 
response to industry critici.'jus - t-i Jewa^c 11. iS'> issuM thea *s 
temporary .ind proposed reg^iit., -. Th* 1't^'ia- F \j,j* 5ctvtce and 
Treasury Departeent are, at present, ttvi*wiu7 *- •("'•* v Aid proposed 
regulations under Section 9*1 anJ S^ctiori 91 .. »th t>;e btftefit of 
substantial written and oral public c-^rtent*, thu t *- il, 5*«tc to assure 
tn*t the final regulations are ^.v.->t^t«-». w tn * -ji*T«ive changes 
enacted ty the Congress in 1978.
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Taxation of Forejgn^Earned Incoac   Inte rnat ion* 1 Coapar i son

The expatriate taxation systems of inn major trading partners are sumaarlzed 
in Annex B (to this chapter) froa an analysis of foreign lavs which Treasury 
published in a January 24, 1980 study. Equitable Treatment jot Americans 
Ljvi ng_Abroad. A comparison of the tax systems of Canada, France, Germany, 
Japan, Britain with the United States' system of expatriate taxation reveals 
the United States to be unique in generally taxing the foreign earned income 
of its non-resident citizens. Other countries often tax foreign earned 
Incones of individuals who have theli domicile at hone. However, they 
typically provide special tax relief to those fho work abroad. For example, 
when a Japanese works outside the country but retains a donlcle in Japan, he 
is not taxed on the special allowances paid hi* to coapensate for higher 
price levels abroad or to compensate foe extra costs incurred to Maintain his 
living standard. In some cases, this relief, as in the U.S. approach, 
removes froa the tax base extra costs incurred abroad. Special exemptions 
are often provided for certain occupations and locations.

Evidence_oftheExport Disincentive

Sumaary of Private _Seqtpr_vi»ws_._ The rationale for the current system of 
taxing foreign earned incone by the United States is Little understood and 
accepted by U.S. exporters. Their views, as expressed by responses to the 
April 1980 Federal Register request (4$ Fed. Reg. 28,387 (1980)) by the 
International Trade Administration for information on export promotion and 
potential export disincentives and the Taxation Conference held by the 
Department of Coroerce, indicate that the complexity of the present system of 
taxing Americans wording overseas and its differential impact (which depends 
on individual income level, allowances claimed and characteristics of the 
foreign system of taxation) is perceived as contradictory to an avowed export 
promotion policy. Public cements and subaisslons reveal that overseas 
Americans, as well as U.S. companies which employ them, do not envision the 
problem of expatriate taxation as on« of tax equity between Americans working 
at hone and abroad. For them, the paramount issue is equity with their 
foreign counterparts, who are unmistakably provided with a tax incentive to 
work abroad, because they are generally not taxed by their home country o.i 
their inccoe earned while resident abroad.

private sectoc responses indicate that the present method of taxing overseas 
Americans has a significant adverse iapact on their overseas business 
operation!, affecting their revenues, exports and enployment. Aner.can 
companies indicate that the extta tax burden which their overseas American 
e»ployers encounter produces the following adverse consequences.

o American companies lose contracts Because tne added tax-equalization 
costs either make then non-competitive or the absence of American 
representatives and marketing personnel in key markets hinders the 
effort to identify and clinch export opportunities.

o U.S. service coepanies which are able to replace Americans with 
locals e: third country nationals arc Able to submit competitive bids 
and win overseas contracts. However, the reduced presence of 
American managers aid engineers affects procurement and specification 
policies for the ovuse,*s project, and limits the potential for a
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large mount of U.S. follow-^n equipment and materials which are used 
to complete the project, Kon-'.u^iun aanagers and engineers are not 
as likely to be familiar with and as Inclined to us*, American 
specif Icatlons, materials And

o When U.S. firms lose business .abroad, because they eaploy Americans 
and factor tax equalizations costs in their bids and prices, jobs and 
tax revenues are lost. The loss of Merchandise exports which ace 
customarily associated with the perfors«.«.« of service., abroad Beans 
additional lost domestic profits, employment. and tax revenues.

o As indicated by the March 1972 U.S. Department of Conacre* study 
entitled, 'Policy Aspects oC Forcigi. investment by U.S. Hultlnatonal 
Corporations," nearly one-fourth of ut.j! U.S. exports were purchased 
by the foreign subsidiaries (and affiliates} of U.S. corporations. 
The reduction of Anericai working for U.S. manufacturing subsidiaries 
abroad may reduce this "pull through* effect on U.S. exports.

o American companies operating abroad some tin*? acquire or develop 
valuable technology in the course of their foreign operations. If 
this technology is in the hands of foreign eaployees, it is more 
likely to be lost as these eaployees move to foreign-owned companies 
than would be the case if th« technology is in the hands of the 
American eaployees.

Content received from tiade associations, companies and individual* indicates 
that the tax treatment of overseas Ascricars is perceived by the U.S. 
business community as a major disincentive to international competitiveness. 
Expatriate taxation was by fat the item most frequently identified as an 
export disincentive in the responses to the April 29 request of the 
International Trade Administration f^r information on export promotion and 
potential disincentives to export* (45 Fed. Reg. 28,381 (19801).

Many have criticized the CWI**IL law becawsf it la^oses burdensome record 
keeping and substantiation rtquitesc.its on bo la expatriate taxpayers and 
their eoployers, remit* 09 in additional fees fur professional services and 
greater auditing complexities. The six separate steps whic> are needed to 
calculate the housing deduction are described in Annex C to this chapter. The 
present system has also been criticized a? providing * ajch smaller overall 
tax benefit thai the acti-il expels .ncutred by or on behalf of the taxpayer 
for these costs.

Hunerous trade organizations and •ra1>an<<!5 have expres&ed >n« view that the 
recent changes in the method ^£ .axing overseas Aseci,ans constitutes an 
impediment to their export effort. A *<jrvey it U.S. .4£p^rate executives, 
undertaken by the International Mm^toent and f'vveioinent Institute, 
Identifies Sections 911-913 as Ute .IOXL-C. ore £t«irto*nti.Y to 'keeping 
competitive In the world oark^t pl.i^.* Tts* U.S. *nd Ov«t>f«i far Fairness 
Committee, an organization of - «-t ,-.!.if"i meihcr i >. t'e National 
Constructor's Association. Con-^»t,»m Engineer^ <"<>t.,' «1, *nd other 
con<ttuctton and engineering trade associations, ,v/ ^ ^ is.ed vases of 
withdrawal if Aaerican engireers, pioj*ct *<*nagec$ — *- - i>ersvnnel from 
overseas assignments and their re^lrtc^rtnt with forei^-. nt, > j*s.
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The cost strongly argued point in favor of eeploysent of U.S. citizens 
concerns the impact Americans have n the export of U.S. goods and services, 
by influencing the purchase of :ui=hinery, equipment, and professional 
services. Persons in positions to exercise such influence include, among 
others, those engaged in wijolesale and retail distribution of imported goods, 
consultants and advisers to governments, and employees of foreign 
corporations. Proponents of this view stress the influential role of 
engineering and construction contractors and advisors en projects requiring 
aachtnerj, equipment and supplies not available in the host country. The 
specification or direction of purchases fro* the United States gives export 
opportunities to U.S. businesses. They also point out that Americans who are 
not engaged in export-related activities may nonetheless improve U.S. 
economic relations by increasing familiarity with U.S. life style, goods and 
technology,

A number of private companies responding to the April 29, 1980 request of the 
International Trade Adainistration Tor information on export disincentives 
repotted that there is a connection between overseas development projects and 
U.S. exports. The following ef-iaplcs are illustrative of these responses:

  The Guy P. Atkinson Company of San Francisco, which undertakes major 
overseas engineering and construction projects, such as highways, 
tunnels, dass and powerhouses, h-is studied the procurement history of 
its overseas projects (torn 1961 to 1978. Total purchases in the U.S. 
of plant, equipment, spait parts, tires, supplies, U.S. payroll 
returned to U.S., hoc*: oflice charges against the projects, and 
profits returned after oayx^nt of foreign inccee taxes totalled 
$5fi3,8<0,000 or 37.4t of t«tal project revenue gained froa 18 heavy 
construction projects which typify the kinds of project* many U.S. 
contractors cospete for overseas. The Guy r. AtUnson company 
concluded in its analysis that "for every dollar of contract value 
{sales* somewhere between 35* and 45* of that value returns to the 
United States in U.S. dollars."

  A st*.dy submitted by t'le Associated General Contractors reviews the 
i,/ntract value and equipment purchases of numerous international 
construction contracts. It estimates that a minimum of 501 of 
overseas contract value is directly brought back into the U.S. 
economy to pay for U.S. merchandise aid services. This percentage is 
reported to apply to no>t highway and heavy construction as well as 
soec building construction. Tor other building construction, the 
amount returned may be as hi<jh as seventy-five percent.* Cases of 
six contractors, which undertook :ujor projects overseas, are 
submitted to support this contention. One such case illustrates *he 
relation between overseas business aid U.S. exports described in the 
ACC response.

 Contractor ^ has -i total construction voluat f xideast work of 
$240 Billion, of which $130-140 aillion was processed froa the 
middle of 1)74 to the end of 197$ (30 Bonthc}. A total of 10 
different construction projects are included In these figures. 
Of the $140 Billion, nearly $52 million was allocated for tM 
pur chares of U.S. good? and services. Specific purchase amounts 
ranged from cc-mricts worth $20 million to firms in one state to
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a extract worth $i,23C o & f.t» in another state. Companies In 
a total of 37 states tc.. *ued froea this ore contractor's volune 
of work in the Mi£east. In addition, another $6.5 Billion 
represents salaries paid .n the U.S. for Saudi-based enployees. 
In other words, approximate*? 42» of tli* total dollar volume of 
the contract for these 30 months was directly placed bac* into 
the U.S. econo«y."

The Ralph H. Parsons Coopany of Pasadena, California reported that 
two major construction projects in the Middle E«t for whicN they did 
the engineering and design work oversea* prior to 197$ represented 
$73,850,251 in orders for U.S. equipment f^aced in 1976 and orders 
for $11,831,042 worth of C.S. eqjipoent placed in the first quarter 
of 1977. Th« total pla.med purchases of U.S. materials and equipment 
for the two projects wss approxieately $254 aillion as of April 26, 
1977.

Another U.S. coapany «uhe>itt*d an analysis of its bids for 25 
construction projects fcr a total of $1.3 billion. These would have 
required $367,594 worth of goods and services which were to have been 
purchased in the United States.

Consulting Engineers of Kansas City. Missouri which has an 
engineering and design subsidiary in Saudi Arabia also reported that 
bids for contracts on tr* following projects could not b* submitted 
"because of lac* of A,tmc<tn personnel to do design engineering (in 
Saudi Arabia}': an $400,000 water and wast*wat*r project, a $280,000 
gas turbine design project, and a $1,000,000 project to supply 
consulting services to an electricity corporation. Consulting 
Engineers reported thati "Cvet 90 percent of the non-U.S. consultants 
will not specify U.S. goods." Therefore, the personnel*related 
Inability to bid on these significant design contracts described 
above represents an tspoitant loss of J.S. s*t«rtal and equipnent 
exports.

An American coss*rciat *xrcuti</e, tfho liJS tt*veiled widely since the 
enactment of the Jorei^n Earned Incooe ^ct of 197i reports that, 
"American executives ajcb as managing directors, purchasing agents, 
procureaent officers and o^rating persorvnet .,« being replaced by 
Individuals froa Ctir^pe and the Scandinavian countries. U.S. flr&s 
cannot afford to pay th> saUrie* required by U.S. citizens, to cake 
up for the added tax txjticn or to pay eaployees a rebate oa added 
taxes over and above whit t^«y vojid pay in tax*i if they resided in 
the U.S.* £xa«ples ht c.t**s include the following: 1) one of the 
largest Kiddt« Eastern atia ti«s has recertlj' replaced their U.S. 
procureaent officer with u t.tetgn national. "I had sade regular and 
successful (cccaersiAij contacts wUh th* (^.rner officer, however. In 
calling on th« new officer i *t* m if.toroed ttiat I no longer need to 
call on thea.'j 2) CM of I lit*,<*t co.utructi'v. uoapanies In the 
world Is a U.S. fir», has r*v,ntly teplt^d tf«.i Areiican purchasing 
agent for the area with a U.K. national. V ' u r ii U.S. coapany 
of our products hav«s suddenly ceased.* Th* »xe<-, ' »ve reported that 
he expects difficulties for his fir**,, *-port effort. "The task of 
eerchandlzing ay firm's products wiU oot * v *^v since I won*t be 
dealing with very nany. If any V -»ricav *
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Another U.S. flea baaed in Boston reports a lost, in the past few 
years, of four major projects in the Kiddle East with total 
engineering fees in excess of $10 million because of the inability to 
compete financially with British and other foreign companies. "The 
major elenent of the difference by far was our need to Include tax 
reimbursement and tax on tax reimbursement for not only salaries but 
also housing, living and schooling costs.*

Another U.S. company Is a partner with a German joint venturer on a 
$1.3 billion petrochemical plant, being built in Basrah, Iraq. Be 
writes, "X'a sure taxes had auch to do with the Company taking a 
partner. Twelve to fourteen European and one Pakistani 
sub-contractors have been hired thus far. 1 think that if «ven 50% 
of that work and of the sub-contractors had been American, that money 
would nave been returned to the American economy. Permanent plant, 
equlpnent and material, (has been) about 401 American and the balance 
fret elsewhere, mostly frcn Germany.*

Another American coapany reports having lost a three year old 
contract In Oman because they were unable to provide American 
engineers at a conpetltive price. 'Now, with Onan as the center of 
U.S. military interest, we are not in a position to answer many vital 
technical questions addressed to us by U.S. Government Defense 
Agencies because our information on Oaan telecocwunlcations is not 
current.*

A U.S. consultant to the national telecommunications administration 
of Indonesia reports that his coapany has contracted to provide four 
American engineers for work on a project in Jakarta for the last two 
years. The contract is now up for renegotiation and expansion Into a 
much larger effort, perhaps 96 alllion dollars over four yearn. The 
client has insisted that American satellite communications engineers 
continue to be provided. The U.S. consultant states, "We are facing 
an impossible task to keep the price competitive when we have to take 
on the tab to pay for our American employees* taxes. Otherwise why 
should four of the *ott qualified engineers in satellite 
communi cat ions In the U.S. take their families to live In Jakarta, 
when they could work very comfortably In Maryland for COMSAT or 
others and make the s«e take-hone pay?'

A director of operations for a U.S. engineering and design coapany in 
Nigeria reports that Nigerian companies oft«n prefer to contract with 
firms using Aaerlean technicians since nost of the Niger ian 
technicians .are now trained in the United States. However, his 
coapany has found It difficult to compete on a price basis. He 
reports that as a result, "our staff, which In 1977 was 35 Americans, 
nov (in 1980} is down to two Americans. American citizens themselves 
no longer desire to go to Nigeria.' He also reports that his coapany 
it operating as advisor to the FtJeral Capital Development Authority 
which Is building the new Federal Capital at Aboja. The capital 
equipment for the first phase of the project is expected to run close 
to $36,000,000. The U.S. Director of Nigerian Operations reports, 
'My Inability to recruit American equipnent specification personnel
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Beans that British equipment will b* specified," He also reports 
that the company has been forced to hire Englishrten "where we would 
rather use Alter leans* on a project undertaken for the Corps of 
Engineers In the Sinai. "Although the salaries (of Americans) appear 
substantial at first blush* when the staff calculates the impact of 
the taxes on their salaries, they find that they will be Baking less 
than they're Baking in the States* on top of which they'll be forced 
to pay for education of their children." In 1979* ten A«ecleans 
Indicated their intention to resign from overseas position and the 
company has felt the need to set up permanent recruiting posts in the 
Far East and England.

Evidence of experiences of individual firms operating abroad 
highlights the relationship between the Aaerican companies, which are 
successful in marketing their technology world-wide, and the export 
sales of U.S. equlpnent manufacturers. Much of the information 
submitted In the course of this study of potential export 
disincentives suggested that successful U.S. bidders for 
international contracts have direct control over the selection of 
facility and equlpnent suppliers or are likely to b« called upon to 
Bake recoonendatlons In this area for the client. In either case the 
likely result Is increased U.S. Merchandise exports.

Many reported cases also indicated that a prerequisite to winning or 
fulfilling an overseas project is the presence of American technical 
personnel. A review of individual cases indicates that the Inability 
to maintain one or more Americans in key positions overseas has 
diminished or Impeded the ability of a U.S. company to win and to 
carry out a contract. Moreover, In reported cases where coapanle* 
have employed significant numbers of non-Aaerlcan employees and 
subcontractors to carry out an overseas project* a major factor 
cited by companies in their decision to employ non-Anerlcans was the 
cost of equalizing American employees for U.S. taxes as a consequence 
of the Foreign Earned Incooe Act of 1978. Kany companies reported 
replacing Americans with foreign nationals largely for tax reasons 
and notwithstanding {management preferences for maintaining an 
Aaeclean sales or technical service staff In the field, where 
contract* are won and procurement decisions are made.

The impact of differences between the U.S. and foreign systems for 
taxing txpatriatvs has been quantified in an analysis undertaken by 
the Associated General Contractors of America (ACC). The AGC studied 
* recent unsuccessful old for a construction project in the $100 
Billion rangt in Jordan, financed by the World Bank. A contractor 
using 100 percent British aid-level personnel rather than Americans 
on this project will experience a cost savings of 2.8%, an amount 
wtuch could exceed expected profit. The ACC reported that "sarglns 
of this size are often th<t difference between an awail (and a lost 
contract) and that it ii not ijncrneon under Internal, nal competition 
to find several bids spir^J within this r«ig*.* The analysts 
concludes that approximately 7St of the $26,187 Jlrect cost 
difference between using a British and Aner* .sr *rr u/ee Is due to 
tax policies and only 2i% Is due to difference .> *e salaries.

67-53$ 0-80-10
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Views Reported by the U.S j"oreigf^Servic« Potts. Numerous accounts of the 
experience of individual firms co«peting overseas have been reported by U.S. 
Foreign Service posts, in response to a cable soliciting information on 
potential export disincentives. Th« cases reported by the various U.S. 
e&bassies around the world illustrate the relationship between the presence 
of Americans in key cooaercial a-id technical positions overseas and the 
potential for U.S. export sales.

— The American Esb«sy in Venezuela reported that the Venezuelan 
Government teleconaunicat ions entity CASTV will purchase vire valued 
at up to $75 alllion over the 1930-35 period, with the Idea of 
aeeting part of this need with U.S. exports, the resident manager of 
A7 Kite Conpany has tried for Booths to get two specialised U.S. 
engineers assigned to Caracas to work with CA.NTV officials on 
specifications. A7 Hire has not assigned the American specialists to 
Caracas, 'due to the hig*i total cost resulting from the necessity of 
tax equalization payments to compensate for the effects of curent 
U.S. tax legislation*. According to the resident American manager, 
European and Japanese coepetition are under no such constraint.

-- The Aaericai Cabas*/ in Venezuela also reported on a ptoject to 
provide approximately 80 foreign engineers for five years to th* 
local state-owned steel mill. A Japanese flea bid about $11 
Million. The competing U.S. ccapany bid about $16 Million. A high 
official of the state-owned steel aill stated that the company was
•willing to pay soze differential for U.S. expertise, but not the 2) 
percent represented by this Instance.*

-- Tie U.S. Ersbassy in Doha, Oatar reported that "the sale of American 
products has been hampered by the inability of U.S. firss to maintain 
personal contact with Gulf businessmen. American firms that are. 
present in Oat*r rely h«»vily on European experts in ordtr to cut 
costs. This severely restricts trade opportunities.' Stressing that
*tSe importance of personal vO-uact cannot be overstated,' the U.S. 
dbassy reported several factors which indicate that expatriate 
taxation is causing U.S. firm to lose business. Aaong these Is th« 
fact the Japanese have stationed Japanese technicians to operate 
Minttnaice facilities tn th* country, causing American vehicle 
manufacturers to lose this lucrative aarfcet.

— tfc« U.S. Embassy in Lagos. Nigeria reported that there is a tendency 
for British nationals *uh North Sea experience to ceplac« American 
drilling personrel on offshore oil rigs becuse of the tax cost o; 
employing Americans. The presence of Aseric«ns im the Nigerian 
economy in thes* specialized job? ;s izporta^.t for U.S. exports of 
drilling *quijc*nt and other products to Nigeria, since Americans 
dUect purc^ses to the United States.
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Economic Studies .if The Rclatton.-h fc "•'• •» Americans Abroad and U.S. Export*

Caution has been advocated in r*Utm<j individual cases of lost business, 
job* and exports to changes in th* rutxxi of taxing Americans since; 1975. 
Those describing the competitive impact 01 U.S. taxation in firms coepetlng 
for overseas business and on U.S. expoits have experienced difficulty in 
relating microeconooic facts detived ti.cn the experiences of individual firtt* 
to overall export performance.

A study undertaken by Dr. John Mutt*. Thf toeM^an^Prpsence Abroad and U.S. 
Exports, prepared for the Office of Tax Analysis, U.S. Treasury Department in 
October 1978, uses a regression model and cross-sectional data foe the year 
197? to examine the impact of the presence of tertians overseas on U.S. 
exports. Dr. Mutti's analysis is bjred on l*7« exports foi 14 categories of 
manufactured goods exported to ^6 foreign countries and on 197S tax dats. 
The particular industries chosen «rere intended to reflect a representative 
saaple of U.S. manufactures! goods and a range of industries with both strong 
and weaker U.S. market-positions worldwide. Dr. Xutti's study attempts to 
quantify the contribution that Americans abroad Bake to U.S. exports, while 
controlling other relevant factors affecting export patterns. Variables 
which reflect the U.S. presence in a given country weie selected. These 
included the assets of controlled foreign subsidiaries of U.S. manufacturing 
corporations and the number of Americans abroad.

A significant relationship r*tween the presence of American* abr >id and U.S. 
exports was determined to exist. A ttn percent decrease in th* nuaber of 
Americans abroad was es tie* ted by Dr. Mutti to result in a decrease of five 
percent In the value of U.S. exports. The study offers tentative 
explanations for the statistically significant relationship tatween the 
number of Americans abroad and U.S. exports. £*£*£» U.S. presence abroad may 
be regarded as altering tastes in foreign markets in favor £>t U.S. goods. 
Second, the effective price of U.S. goods for foreign buyers includes mor« 
than U.S. production costs, transportation charges and import levies. An 
additional information cost is entailed to determine the quality of the goods 
sold, the reliability of any maintenance *«ivlc« to be provided, the 
certainty of delivery dates specified, etc. The presence of Americans In the 
foreign market serves to re.1i.cc these information costs and thus to improve 
the market coupe tittve ness of the American product.

Tte significance of Di. Kutti's findings has been the subject of considerable 
controversy. He cautioned that his results were preliminary and tentative and 
advised that they be reviewed using more recent data. AHhoug*s Or. Mutti *§ 
aralysls determined that a reduction in the ntctber of U.S. citizens resident 
abroad of 10 perctnt. would result in « 5 percent decline tn U.S. exports, he 
also said that such "findings do nut have a cleat tax policy implication 
because* his analytical model 'doe* not indicate the extent u rhlch any t»x 
Increase might result in fewer Americans abroad*. He fe-iM » Ji th« supply 
elasticity of Americans abroad was *ow and "therefore anv tax increase Is 
estimated to have a small effect on t fc -. er "f A=»rtc.»n -'rkmg abroad."

The impact of the Foreign Earned Income At 1 >± 1978 «x >w > 4 \**rtcans has 
more recently been tentatively studied f y Chase Ccot-oaet,. i KssocUtes In a 
June 16, 1980 report* Economic tspact of CKa^ging Taxatior _tr tf.5^. Korkers 
Overseas. The Chast survey indicate*! t*it ^f *>•* i\ «*n j s arveyed, J7S 
employees voluntarily returned hose ii \^f* a- » > .rms reducing
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their complement of U.S. workers overseas. They also reported that a survey 
of the Chamber of Com ere* of tti*. United States indicates that the loss of 
Americans overseas Is not limited to the construction industry, but that 
foreign sales branches of U.S. exporting firms also reported reductions in 
the staff of overseas Americans in 1979.

The Chase survey also shoved that the decline In after-tax incone of U.S. 
construction workers overseas for ten coapanles was 51,600, A similar survey 
for other workers overseas showed that the loss for five companies averaged 
about $7,800. The study Indicated that the Impact of the 1978 lav varies 
froa country to country, falling most heavily on workers in low-tax countries 
who often need large allowances to compensate for the lack of local public 
services and amenities, in hypothetical examples of Americans living in 
Mexico, Japan, Kong Kong and Saudi Arabia, the Chase study shoved that the 
employee in Japan and Hong Kong would be better off under the 1978 lav than 
the 197$ law, but that the employee in Saudi Arabia would be worse off and 
the employee in Mexico unaffected under the 1978 deductions than with the 
$20,000 exclusion of prior law.

Private Sector Suggestions

The private sector comments indicate that the present method of taxing 
overseas Americans involves excessive complexity which Is perceived. In 
itself* to be a significant disincentive and to increase operating costs for 
firms wishing to assist their employees in preparation of tax returns and In 
tax planning. Business comment proposed that the present Internal Revenue 
Code Section 911 exclusion for persons in camps in hardship areas be replaced 
with a foreign earned income exclusion available to all overseas Americans, 
irrespective of geographical location or cost of living, and that the Section 
913 deductions now generally available to Americans working abroad be 
abolished. Participants in the Taxation Conference held by the Department of 
Commerce on June 9* 1980 believed that this proposal would eliminate the 
present complexity, reverse a perceived trend of penalizing Americans who go 
abroad to high-cost countries, and help redress the competitive disadvantage 
resulting froa the positive tax indjcements offered by otfc*r major Industrial 
nation* to their citizens working overseas. To prevent fraud and abuse* 
bucines* representatives proposed that the generally available Section 911 
exclusion have a ceiling and that the residency requirements be continued. 
Other contents suggested the posiibtlity of a combination of both * cap on 
the earned income exclusion and tighter residency requirements to prevent 
abuse.

ryiluation

It Is clear that those who singled out the tax factor as a serious export 
disincentive are strongly convinced that further tax relief for Americans 
overseas Is desirable and jiportant. It Is also clear that the tax 
consequences of changes since 197* in the U.S. system for taxing overseas 
Americans arc lUMy to var* with the taxpayer** situation. Americans 
subject to a high foreign tax can be expected to profit little froa changes 
in sections 911 and 913 because their foreign income tax presently offsets 
most or all of their U.S. tat liability.
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Evidence gathered In preparing thU study, raise* a number of question* which 
we have attempted to address. For example. It Is Important to assess when 
and to what extent the tax factor is the most Important factor making It more 
expensive to hire Americans, in what situations Is the added tax cost a large 
enough component of total cost to cause U.S. companies to lose contracts, and 
whether the tendency of Americans to buy American is a prevalent practice.

Zt Is difficult to measure these effects In aggregate terms with any 
precision. The attempts undertaken to date have not been conclusive. 
Political factors such as the removal of the U.S. presence fro* Iran and 
Libya and other economic factors, such as marketing technology and quality 
control, complicate the picture. The tax returns have not yet been tabulated 
on the first year's operation of the new law; we do not know how many 
Americans are claiming sections 911 and 91), where they are, what they are 
working at, or which group* arc better or worse off than under prior law and 
which would benefit most from further relief.

He can, however, determine that the impact of the U.i. tax cm exports will 
vary. Not all Americans abroad are performing services which are clearly 
related to exports. In other cases, the relation Is indirect or less clear, 
I.e., some may be producing U.S. imports. Some Americans abroad pay high 
foreign taxes, so have no n«t U.S. tax after the foreign tax credit. But for 
Americans employed in low tax countries   o: whose foreign tax Is low due to 
a contractual arrangement ce a foreign incentive   the U.S. tax Is an added 
cost not borne by most third country nationals.

The buy-American tendency is also difficult to evaluate empirically. At what 
point does It pay the employer to investigate alternative sources of supply? 
There does seem to be evidence of buy-American} It Is probably most common 
among smaller companies and those for which overseas operations are new or 
temporary.

On balance, the tax cost does sees to have an adverse effect In some cases, 
especially wherei Ul the foreign tax Is low, (2) high compensation Is needed 
to Induce an American to 90 there, to offset high costs or hardship 
conditions, and (3) the Occupation Is labor Intensive. In such cases the 
added U.S. tax cost can b* large per employee and In terms of overall costs, 
and made larger by the M$h tax bracket applied to any tax reimbursement of 
the employee. Often these conditions occur In developing countries, which 
represent a growing market for U.S. exports.

Current Status and Continuing

On August 27, 1979, the President submitted to Congress a report entitled. 
 The Equitable Treatment of United States Citizens Living Abroad,* as 
required by P.L. 9«-*0, Section (11. A detailed review was made In the areas 
of citizenship, education, veterans benefits, employment. soc al security and 
taxation. Section 407 of public Uw 96-60 amended the scopx o Section «li 
to require that the President report to the Congress tho*t reoetal statutes 
and regulations which, treat Americans living abroad it, a *»j 'hat may cause 
them 'competitive disadvantage* relative to the treatment accorded, by other 
major trading countries to their citizen* abroad. On January 24. 1910, the 
President sent Congress «. supplementary report prepare*! by the Treasury 
Department, entitled 'Equitable Treatment of Merica ' ving Abroad,* which 
addresses the disadvantage attributable to u. . .IN.. *ared to the 
tax practices of our major competitors.
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The President's letter of transaittal to Congress stressed that the 
Administration btli«ves that *t would not be piu^ent to reccneend change* in 
the law until the Treasury Orpatltfnt ha* had the opportunity to assess the 
operation of the new provision* of I.1* Foreign Catned Incoae Act for tax year 
1979* «nd report to Congress, as required by the Act, on it* economic and 
revenue effects. Thi* report is not expected to be ready before the Spring 
of 1981* du« to the length of time necessary to collect data from individual 
incone tax returns.

Several legislative proposals to change the tax tieat*ent of expatriate 
Americans have beer, introduced during th# 9(th Congress. S. 2283, ntr>luc«d 
by Senator Chafee, would exclude froa taxation (1) up to $ SO, 000 of thr 
foreign earned incoee of U.S. citizens or residents physically present in a 
foreign country or countries fot 510 full days (approxiaately 17 £onth«) out 
of 18 consecutive aooths or faona fide retident* of a foreign country for an 
entire taxable year; and iJj up to {65,000 of the earned Incoee of citizens 
of th* United States who have been bona fide residents of a foreign country 
or countries for an uninterrupted period of three consecutive years. The 
bill also provides an additional housing allowance deduction for the aaounts 
of excess housing costs paid by Acericans* overseas employer*. S.2418, 
introduced by Senator Dentsen would exclude froct taxation up to $(0,000 of 
th-3 earned tncoae of persons physically ptetent in the foreign country for 
eleven out of twelve consecutive nonths and Aaertcans who have been bona tide 
foreign residents for on* or oore years. S.277J, a bill introduced by 
Senator Roth to establish a national policy on export-related taxvi, would 
provide a aaxiaua exclusion of $€5,000 for Aaericans who arc bona fid* 
foreign, residents for more than three years. H.R. 5211. introduced by 
Congrewan Frenzel, 5.2)21 introduced by Senator Jepsen, and H.R. C(S9» 
introduced by Congressnan Alexander would provide an unHnited exclusion of 
foreign earned incoee of individuals qualifying by virtue of a bona. fide 
cesfience or physical presence abroad and repeal Section 9'J of the Internal 
Revenge Code, which presently provides special deductions for extraordinary 
costs of living abroad. H.R. 5211 is estUated to cost about $500 all lion 
and *hc other bills are esttiuted to cost about $400-450 ailllon for \Tt 
1981. T**se estimates assuae no change in the behavior of U.S. citizens as a 
consequence of the tax changes and do not calculate changes in corporate 
Incoee or deductions which Juy result.
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ANNEX A, CHAPTER 8

Susaaryof Special Deductions Provisipna of Tte Foreign Earned Ijieoe'? Act of 
1978

The Foreign Earned Incase Act of 1978 (P.L. 9S-615, 92 Stat. 3098) was passed 
by Congress on November 8, 1978. It eliminated the general exclusion for 
Americans working abroad, with one exception. A $20,000 exclusion was 
provided foe U.S. workers living in reaote caaps in hardship locations with 
substandard housing. Other u.s. citizens working abroad were provided new 
deductions for the extraordinary expenses they encounter while living in 
high-cost countries and at hardship locations. These special deductions, 
available only to individuals who are bona fide resident* of a foreign 
country for an uninterrupted period that includes an entire taxable year ot 
who are physically present in a foreign country or countries for at least 510 
full days (approximately 17 aonths) during a period of 18 consecutive months, 
Include the following:

o Qualified cost ofiiivjng differential is based on the general cost of 
living {not including housing and schooling expenses) and reasonable 
daily allowances. The cost-of-livin? deduction is equal to the 
excess of the foreign cost-of-llvlng index over the U.S. Index 
applied to 'spendable irwae". The incoee level of a U.S. employee 
at Step 1 of CS-H ($34,713) gust be used to calculate this 
deduction. This rule reduces the deduction for exployees whose 
incoae Is above this predeteraired level.

o Qualified housing expenses include 'reasonable" housing expenditures 
in excess ot a base housing amount. In general, the qualified 
housing expenses are those expenses attributable to the high cost of 
suitable foreign housing. The base housing aaount Is 20% of the 
difference between the individual's earned incoae and the sua of 
housing expenses, cost of living differential, qualified education 
expenses and qualified hoae leave trawl expenses.

o Qualified schooling expenses include the cost at a boarding school or 
local pr Ivate school. a* well as travel to *nd f roa school and 
various expenses while at school.

o Qual J f led hoce leave travel expenses include the cost of one round 
trip back to the United States for each 12-sonth period abroad.

o qualified hardship jrea_. deduction. This is an additional deduction 
of up to $5.COO per year, Unlike the other four special deductions. 
this deduction is not based on expenses incurred by the taxpayer. 
Rather* It Is a predict for enduring adverse conditions which Is 
available to persons vho live In a place where there are 
extraordinarily difficult living conditions, or excessive physical 
hardship. These are areas designated by the Secretary of State as 
hardship posts, where caployees of the U.S. government receive an 
actual pay differential of IS percent or rc*e.
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AHHEC B, CHAPTER 8

This annex sumarixes the cxpatclate taxation systems of Canada, France, the 
Federal Republic of Germany, Japan, and the United Kingdom. This information 
i> based on an analyst* of foreign laws which Treasury published In * January 
24, 1980 study* Equitable Treatment of toerlcans Living Abroad

Canada

Canada taxes nonresident* only on their Canadian source inccee. while 
residents are subject to tax on their worldwide Incoee. The criteria for 
determining residence are not spelled out in the law, but *ay b« found in 
court case. The main criteria atet

time spent In the country during the tax year in question and 
preceding yearsj

reason foi the individual to be lr. Canada and/or absent free Canada;

residency In Canada;

origin and background!

style of living;

other tie* he ha* to Canada.

Couit cases demonstrate a tendency to broadly construe the concept of 
residency. For example, one court case concerned a »an who lived In Canada 
until •» vas age 51* at which tlse he left and set up a hone In the United 
States. He subsequently purchased a hone In Canada where his wife lived all 
year round. Although he never spent More than ISO days a year In Canada, the 
court held Ma to be a Canadian resident. Another case concerned a student 
at the University of Toronto who was abroad for 11 months studying languages 
as part of her course work. Wh*n she returned to Canada, she discontinued 
her studies and took an apart«rnt in Montreal. She was held to **ve reaalned 
a resident of Canada during the period of her studies abroad. Other court 
cases hav« held that « person can be resident In two countries at the sa*e 
tlae. The Canadian Incooe Tax Act also extends the meaning of 'resident* fot 
the taxable year to Canadian diplomats, members of tte Canadian Armed Forces. 
and Individuals who "sojourned in Canada In the year for a period of. <T 
periods the aggregate of which it, l|j days or acre." A recent proposal 
txMild exempt froa the tax one-half of foreign earned Income up to a maxUua 
exemption of JSO.OOO per year of persona engaged in specified activities. 
such as construction and natural resource extraction, in specified countries.
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JPranoi

France taxes non-resident* only on their French-source income, while 
individuals who are resident or have their don Idle in France are subject to 
tax on their vorldvlde Income. Individuals are considered domiciled in 
France if their hoae or place of principal abode Is there) if. they perform 
personal services there, whether as an employee or self-employed, unless it 
can be shown that those services are of minor Importmcej or if their center 
of economic interests Is in France.

However, France provides special tax relief to certain doniciXUries who work 
abroad. For example. French nationals domiciled in Prance who are sent 
abroad by an employer established in France are exempt free French tax on the 
income for the services performed abroad if they meet one of two conditions: 
(1) the foreign earned income is taxed by the country of employment in an 
amount equal to at least two-thirds of what the French tax would be on that 
amount} or (2) the nervices are performed abroad during a period of more than 
183 days in twelve consecutive months in a qualifying activity. Qualifying 
activities are construction or assembly projects. Installation and operation 
of industrial plant, planning 2nd engineering services connected with either 
construction or industrial operations, and exploration for and extraction of 
natural resources.

Doiiclliarles of France working overseas for an employer based in France who 
do not qualify for exemption under either of these two conditions are taxable 
in France on the salary that would have been received in France for those 
services. Special allowances attributable to employment outside the country 
art not taxed) this same rule applies to French Government employees 
stationed abro^i.

Federal Republic of Germany

taxes nonresidents only on their income froa Get tan sources, with the 
exception that, beginning in 1975, German citizens (and relatives belonging 
to their households) who are employed abroad by a German public 
(governmental) entity are subject to tax on their worldwide income if the 
country in which they reside taxes them only on income arising in that 
country.

German nationals who emigrate to a low tax country but retain significant 
oomnercial interests in Germany may be taxed more heavily than other 
nonresidents on their German source incone for ten years. (The United States 
has a siailar provision applicable to former citizens.)

In general, Germany taxes residents on their worldwide income. An individual 
Is considered to be a resident if he has his domicile or his principle place 
of abode In Germany, whether or not he is physically present in Germany. 
Domicile is defined as the place an individual resides under circumstances 
leading to the conclusion that he intends to sake it his permanent hcee. A 
principal place of abode is where a person is located jnder circumstances 
that show more than a temporary presence. Any Individual who is physically 
present In Germany for xore than six months of the tax year is generally 
considered to be a resident from the beginning of the tax year.
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However, a, resident who is employed *t/road tot nore than three Months but not 
nore than two years in the construction, operation or repair of plant or 
equipment or in exploring for or extracting natural resources is exeapt trc* 
tax on the foreign earnings for those cervtcM.

Where exeaotion does not apply, an allowance for the overall added ;ost of 
living abroad may be excluded froct the tax base. The aaount excludable Is 
fixed oy the governaent and based on the cost of living differential allowed 
to governaent eaployees at the foreign location.

Japan

Japan taxes individuals who are neither resident nor doaiciled in 7apan only 
on their Japanese source inccae. In general, Japan taxes individuals who 
maintain theic doaicile i*jusho"j in Japan on their worldwide IncooA, whether 
or not they reside in Japan. Doaicilc is deterained on the basis of facts 
and ciccuastances wh*ch indicate that the individual Intends and has taken 
actions to sake his habitual hone In Japan.

However, Japan provides special tax relief to certain residents who work 
abroal. When a Japanese domiciliary works outside the country as an 
employee* he is not taxed on special allowances paid hin to compensate for 
higher price levels abroad or to coapensate for extra costs Incurred to 
Maintain his living standard, allowances which do not put hla in a nore 
beneficial position than he would have enjoyed in Japan. This exclusion Is 
only available where such a How nee s are received; it would not, for example, 
be applicable In the case of self-eaploycd persons.

United_Kinqdoa

The Orated Ktngdoa taxes nontesidents only on their O.K. source incoce, which 
includes inccae derived on the U.K. continental shelf.

In general, the United Kingdoa taxes individuals who are dooiciled or 
resident in the United Kingdom on their worldwide income. However, 
individuals who are resident but "not ordinarily resident" are only taxable 
on reauneration for s«r^ic*c perfo.aM abroad for a foreign e»ployer to the 
extent that the earnings are resitted to the U.K. Reauneration for services 
pericraed in the United Kingdoa for a foreign employer are taxed on one half 
of the aaount net of expenses oc on three-fourths If the recipient was a 
resident of the United Kingdoa fot nine of the ten preceding years. 
Individuals who are "ordinarily tcsideru" are in principle taxed a*, the 
noraal rates on their worldwide inccee, i vft th* exceptions noted below.

"Ordinary residence" is not defined in the Tax Act*, but as interpreted by 
the Courts it involves the intention and evidence of habitual residence in 
the United Kingdom.

A person can be ordinarily resident in the United Kingdom while physically 
absent for the entire year. Persons ooving to the United Kingdom are treated 
as ordinarily resident as of the third yea* of thtir arrival or froa the date 
of arrival if there is a clear intent to take up permanent residence or to 
reaaln at least three years.
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An individual who is ordinarily resident In the United Kingdom and who 
performs personal services outside the United Kingdoa as an officer or 
enployee is exeiept froa U.K. tax on the remuneration for such services If the 
individual remain outside the United Kingdom for at least 365 days, including 
return visits foe not more than 1/6 of the nuaber of days from the first 
departure froa the United *ingdoa, or not sore than 62 continuous days in the 
265 d*y period. Thus, i the individual has been absent from the United 
Kingdoa for (0 days, he a*> return for 10 days, and on returning abroad may 
count his period of absence as 70 days. After another 20 days abroad, he 
would be allowed to return for 5 acre days (1/6 x 90 » 15 - 10   5) without 
interruption his period of qualification toward the 365 days, where a person 
qualifying for thr> exemption also pecforas some services within the United 
Kingdom, the portion of compensation qualifying Cor the exemption as earned 
abroad is defined as reasonable compensation for the duties performed abroad.

Employees who do not qualify foi the full exemption Bay deduct 25 percent of 
their foreign earned inccae if they spend at least 30 days working outside 
th* United Kingdon during the tax year (including days off in a full work 
week) or have a separate employment with a nonresident firm for which they 
pecfora services wholly outside the United Xingdoa jwith no einimua time 
period).

The deduction is also available to persons ordinarily resident in the United 
Kingdon who carry on a trade or business abroad or who are self-employed. 
Such persons nay deduct 25 percent of their foreign earnings if they derive 
inccae fron a trade ot profession carried on wholly outside the United 
Kingdom, or if they perfora services through a nonresident partnership. 
Losses from a foreign business or profession (reduced by 25 percent if the 25 
percent deduction applies to profits* may fc* offset against other foreign 
earned income of the saae oc the following year or subsequent profits of the 
saae business or profession, foreign losses nay not reduce income froa U.K. 
sources.

Tte 25 percent deduction is cooputed by taking 25 percent of a reasonable 
aaount for the foreign services gro^ if any special overseas allowances and 
tax equalization payments but after other allowable business expense 
deductions. For persons who work both in the United Kingdon and abroad for 
the sase employer or for related cos panics, the "reasonable aaount" of 
foreign earning is initially presumed to be that portion of the annual 
earnings which the days wocked overseas tyars to the total days worked.
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AMMPC C, CHAPTER 8

The following Is an excerpt froa the Stateient of Peter J. Hart, Partner, 
Price Waterhouse t Company, presented to the Senate Finance Coca ittee, 
Subcotrnittee on Taxation and Debt Management, Rearing on Taxation of Foreign 
Earned Incooe, June 25. 1980:

Exaflple of Conplexlty of JHousinq Deductjon

The following sjeps ar* typically required Just to coapute this one 
elenent of the Section 913 deduction:

1. Mounts paid during the taxable year for rent, utilities, 
Insurance, repairs and other housing costs must be determined. 
If a payaent is attributed to a prior or subsequent taxable year, 
a proratlon between years is necessary.

2. Each separate paysent i»ied in step 1 must be translated into 
U.S. dollars at the exchange rate In effect on the date of 
payment. This step alone IMV require more than fifty 
translations.

3. Total "housing incoae" must be determined. This is total incoae 
earned (including allowances and expense reiaburseaents) while 
living abroad reduced by allowable deductions.

4* Housing incoae oust be reduced by other Section 913 deductions 
(schooling expenses, cost-of-livlng differential, hoae leave 
travel expenses, hardship area deductions) as well as the total 
housing expenses deteralned in step 2.

5. The amount deteralned in step 4 is multiplied by 20 percent. The 
result Is known «s the 'base housing amount.'

$. Total housing expanses (determined In step 2} in excess of the 
base housing aaount (determined in step 5} are the deductible 
housing expenses.

In »oat cases the resulting deduction is lero.
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CHAPTER 9. CODE OP CONDUCT

Thl« chapter discusses the laws, regulations and policies governing 
acceptable business practices In three areas, foreign corrupt practices* 
antiboycott and antitrust.

THE FOREIGN CORRUPT PRACTICES ACT*

Definition of the Potential Disincentive

The Foreign Corrupt Practices Act IFCPA) is identified by businessmen and 
attorneys as one of the most significant export disincentives. The FCPA Is 
considered a disincentive to U.S. exports for two reasons. First, the Act 
prohibits illicit payments to foreign officials for the purpose of obtaining, 
retaining, or directing business to any person. Second, the Act inhibits 
exporting because of uncertainty within the business community about the
 eanlng and application of some of Its key provisions.

Statutory Authority and Policy Objectives

The Foreign Corrupt Practices Act of 1977 is intended to reduce corruption in 
international trade by U.S. business concerns. The Act, Public Law 95-213, 
makes, inter aUa, certain payments, offers of payaents, and gifts to foreign 
officials, foreign political parties, or foreign political candidates 
Illegal. It also establishes general recordkeoping standards for all 
publicly held corporations. Companies are required to establish internal 
accounting controls sufficient to provide reasonable assurances that certain 
statutory objectives are net. Enforcement responsibility is shared by the 
Department of Justice and the Securities and Exchange Comaission (SEC).

By reducing corrupt practices in international business transactions, the 
PCPA is also designed to lessen the likelihood that successor foreign 
govcrnnents would expropriate the assets of U.S. businesses or cancel 
contracts, or that political controversy stirred by revelations o; corruption 
Involving American bribes would endanger the stability of friendly foreign 
governments or otherwise complicate the relations of the United States with 
foreign nations.

The Act was passed following the Watergate scandal and the widespread 
disclosure of questionable payments, both foreign and domestic, by more than 
400 major American coeepanles. Congress passed the legislation unanimously. 
By enacting the FCPA, the United States movel into a new area of regulation 
of U.S. concerns in foreign nations which have differing laws, regulations, 
and customs.

This review examines the effect of the FCPA on exports. The first phase of 
this review was completed in February 1980 with an interagency interim report 
and a Presidential statement on "Reducing Export Disincentives'. Additional

 While the Department of Justice was consulted in the preparation of this 
section, it does not concur with the discussion.



154

9-2

information has since been solicited concerning the impact of the Act on U.S. 
exports: the general public has sgtoitted comment* in response to an April 
29, 1980, Federal Register notice that was Mailed to several hundred trade 
associations} a cross section of knowledgeable private sector representatives 
provided additional comments at a June 6, 1980, conference) foreign posts 
subnitted information) and the President's Export Council was asked for its 
views. A special interagency working group discussed many of the comment* 
received, a preliminary draft report, and the issues it raised. The 
following pages represent an effort to digest the various teipor.ses and to 
report some of the principal Issues.

Much of the discussion below draws heavily upon cements and reports of 
executive! of coapanies engaged In international trade and their attorneys. 
That is appropriate since in large part disincentives are, by definition, in 
the eye of the beholder. Accordingly, examples often are anecdotal. Such 
Information is not the best "evidence'] at the sane time, it provides 
specifics that usually have been absent from discussions of this issue.

It Is virtually impossible to quantify the effect of these disincentives. 
This is particularly true In the case of indirect losses, i.e., losses which 
result fro* failure to even compete in a Market as opposed to losses which 
result fro* failure to obtain a particular contract. Moreover, many of the 
negative impacts are simply not known and those that are known have not been 
systematically catalogued.

Conversely, export losses attributed to the FCPA may in fact have resulted, 
in whole or in part, froa other causes. Problems or potential problems with 
the FCPA may have been only one of a number of factors that influenced a 
marketing decision. And, finally. It is often difficult to separate the 
Impact of the Act's clear prohibitions and the impact of ambiguity in the Act.

Prohibition of niicit Payments. Although some companies express the view 
that the FCPA prohibition against bribery hac not impaired their 
competitiveness, others report that this prohibition does cause substantial 
loss of sales to competitors froa countries without comparable prohibitions. 
There is increasing evidence which suggests that unilateral U.S. action 
reduces U.S. exports. However, this possibility was not unanticipated.

As a matter of national policy, the United States has decided that bribery of 
foreign officials to secure export sales is reprehensible and can affect U.S. 
foreign relations and that U.S. companies have to forego exports that can be 
attained only by illicit payments. The unequivocal position of the 
AdaIn1stration and the Congress reflects the view that corruption in 
International business transactions is morally repugnant, economically 
unnecessary* and politically undesirabl*. The Administration is ftraly 
coraitted to these basic principles even though the prohibition against 
bribery may in the short run result In sose loss of U.S. exports.

The comprehensive solution to tho problem of illicit payments In 
international business oust ultimately b« international agreement and 
collective action. Although cost nations prohibit domestic bribery, the 
United States is the only country that explicitly proscubc. illicit, payments 
to foreign officials. Other nations, hcw«ver, have not to late followed the
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le*d of the United States, and process in international negotiations has 
been very slow. The recent cosaitaent by the Venice Economic Suawlt 
participants to pursue an international agreescnt on bribery is encouraging.

Exports Lost Because of Uncertainties. Uncertainty about the meaning of key 
provisions of the PC PA and hew it will be applied is having a negative effect 
on U.S. exports. Many of the businessacn and attorneys consulted expressed 
the view that this uncertainty has a far greater Icpact than the actual 
prohibition against bribery.

The problem described, in essence, is that xnat conduct is prohibited and 
what conduct is not prohibited under the Act is often unclear. In order to 
avoid possible violations of the Act* attorneys often give such cautious 
guidance that their clients sieply forego any transaction* where the FCPA 
could possibly becocee an issue.

So*e exporters report that provisions of the Act that affect the use of 
foreign joint ventures* foreign sales agents, or foreign subcontractors 
create particularly troubleson* ambiguities.

The effects oC these uncertainties reportedly aanifcst thexselves in various 
ways. Consultations with the private sector revealed instances in which U.S. 
compAntes:

o withdrew fron joint ventures for fear they later could be held 
responsible for the acts of their foreign partnerii

o Incurred substantial legal and investigative costs to chccfc the 
backgrounds of their sales agents abroad;

o Were unable to obtain the services of effective sales agents;

o Lost contracts sioply because of the t*se needed to investigate sales 
agents and Institute safeguards:

o withdrew fron existing sarkctsj and 

o Declined to enter new narkets.

Finally, companies point out that the extent to which companies have been 
successfully prosecuted under the FCPA does not define the extent of the 
disincentive;, uncertainty can be a disincentive without any prosecutions 
and, aoreover, exports are inhibited merely by the possibility of public 
charges and the adverse publicity surrounding thea. Even where a cocepany is 
totally convinced that a court would find that it had not violated the FCPA, 
ic nonetheless icay forego the export opportunity for fear that an enforcement 
agency could publicly charge It with a violation of the Act.

Perceived Ambiguities In the Act

This review focuses on the uncertainty created by perceived asbiguittes In 
the statute and in the possible applications of the statute by enforcement 
authorities. The consents recited belov were all offered as examples of
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effects of the Act's ambiguities; however* it Is not always possible to 
confirm the distinction between the ambiguities and the cleac prohibitions.

Corporate executives report that their efforts to conduct business overseas 
are continually frustrated by uncertainties iteming ft on ambiguities In tht 
 caning and application of several key provisions of the Act. They argue 
that the problem of uncertainty is compounded by a lack of guidance from, the 
enforcement agencies as to proper Interpretation of these provisions. This 
problea. In turn, is exacerbated by the dual enforcement authority of the 
Justice Department and the SEC over the Act's payments provisions.

Consultations with the private sector indicate that these uncertainties 
inhibit U.S. exports. Some companies have foregone business opportunities 
altogether. H&ny small and medium-sized businesses say they have not 
attempted to compete abroad because they do not understand the FCPA and do 
not have the time and money needed to assure themselves that transactions 
will not result In criminal liability under the Act. Other companies avoid 
particular portions of the globe altogether, including such areas as 
developing nations in South America, the far East, the Mediterranean, Africa, 
and some OPBC nations. One attorney reported that he had recently polled 12 
of his clients to ask if the FCPA was a problem for their operations. Six 
reported that it was not a problem because they had simply ceased doing 
business altogether in those countries where the FCPA might be an issue. The 
remaining six continued to encounter problems.

Other firms report lost export opportunities because of delays necessary to 
assess the possible legal implications of transactions under the FCPA. The 
U.S. Embassy in Muscat, Oman reported, for example, that a U.S. firm lost a 
$20*30 million contract solely because of such a Jelay.

Further, many companies indicate that these uncertainties reduce their 
international price competitiveness and their productivity because 
significant manpower and resources are devoted to assessing the potential for 
liability under ambiguous provisions.

FCPA provisions relating to the following issues are most frequently cited by 
businessmen as ambiguous and the cause of uncertainty:

1. Liability for the conduct of agents.

2. Entertainment and gift expenditures.

3. "Facilitating* or "grease* payments.

4. rxtortlon.

5. Corrupt intent*

6. Foreign official.

7. Accounting and recordkeeping.

8. Dual enforcement jurisdiction.
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1. Sesponslbllity *"d liability for the conduct of foreign agentg--the 
^reason to know" test. This is by fat the area of greatest concern to 
businessmen. The FCPA prohibits Indirect as veil as direct bribery 
payments. Thus, a company violates the Act not only by maktr.9 payments 
directly to foreign officials for certain purposes but also by making 
paynents to 'any person, vhile knowing or having reason to know* that all or 
part of that money will ultimately be given to a foreign official. Many 
conpanles argue that uncertainty about the extent to which liability will be 
imputed vicariously as the result of the conduct of associates makes the use 
of agents in countries where they play a critical role very difficult. They 
also point out that this provision can apply equally to pris>e contractors, 
distributors, employees, partners and other intermediaries.

Many U.S. firms maintain that it is very difficult to evaluate or control the 
conduct of overseas associates for whost conduct they may be held liable. 
For example, an executive from a Pennsylvania engineering firm which had 
ceased to do business in the Middle East observed that even though it was 
difficult to determine whether the agents would make improper payments, the 
flra would still be criminally liable If It turned out that they did. He 
further noted that the use of agents is often required by the host country.

The Act's legislative history suggests that Congress did not intend that 
companies be penalized for the activities of *an agent who has run amuck and 
was not acting pursuant to corporate order.* However, many businessmen are 
uncertain about what constitutes "having reason to know* that a payment will 
be used to bribe a foreign official. They express uncerta.nty, for example, 
about the extent of their duty to investigate or look for suspicious 
conduct. The 'reason to know* standard suggests that a company would be 
deemed to have 'reason to know' where It Ignored 'red flags", that Is, 
indications that -r>uld lead a reasonable person to believe that an agent was 
making a prohloite-i payment. However, some exporters believe that the 
 reason to know* cundard could also be read very broadly, in effect holding 
a company accountable for virtually any act of its agent or partner.

Companies are uncertain about the extent to which they can insulate 
themselves from liability from the corrupt activities of its agents by 
instituting control procedures designed to ensure compliance with the Act. 
Many cocpanies are concerned that they may be held liable if bribery occurs 
even after they have instituted reasonable, prudent safeguard procedures.

Businesses report uncertainty about the possible effect of a country's 
reputation as a place where payments are regularly made. Sooe companies and 
their attorneys are concerned that In countries where bribery of government 
officials Is cofBoonptace, 'reason to know* will be presumed in all cases. 
One American manufacturing firm, whose exported products were marketed by a 
local agent* paid the agent what it believed to be a reasonable coaratssion. 
However, the cospany was aware of local trading practices and could not be 
certain that the agent was not using this coney to pay off government 
procurement officials. The company's uncertainty was whether it could be 
held liable for the conduct of tt-e agent if it were .later determined that the 
agent was in fact using part of his cooaission to pay off local officials. 
As a result of such uncertainties, many cooj-inies report they are hesitant to 
make legitimate use of sales agents in markets where such agents play an 
Integral role in selling U.S. products. ,

67-535 0-80-11
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Also of particular concern is the situation created when firas seek to expand 
trade In those developing countries whete foreign nationals are limited to 
non-controlling Interests In joint ventures, since the U.S. company cannot 
control the venture, it cannot always ensure compliance with the FCPA despite 
the best efforts of Its representative director. Bather than risk 
prosecution under such circumstances, SOB* U.S. firas have declined to enter 
then* markets or have withdrawn fro* them.

2. The scope and U»it of entertainment and gift expenditure*. Businessmen 
express uncertainty about the extent to wMch enter tainaent and gift 
expenditures are permissible under the FCPA. Aside frxt the so-called grease 
payments exception tdiscussed below), there is no specific exception for 
entertainment or gifts. They argue that since the statutory standard of 
"something of value" could encoa^ass lunch, theater tictets, accooaodations, 
a Chrlstoas gift, and the lUe, the question Is raised whether any 
promotional gifts or entertainment expenditures are peraissible. Others 
express uncertainty about the extent to which the la*s and social customs of 
the host country will be taken into account in determining whether a gift or 
entertainment is given "corruptly."

3. The boundaries of "facilitating* or "grease* payments. One of the 
greatest sources of gnctetainty identified by businessmen and theit attorneys 
Is the scope of the FCPA's exception for "grease" or "facilitating" 
payments. Complaints typically cite the disparity between statement*, in the 
legislative history describing the exception and the statutory language 
itself.

The legislative history of the Act indicates that Congress intended to 
differentiate between illicit payments and what jre commonly called "grease* 
or "facilitating* payments. One legislative com ittee report explained:

While payments aade to assure or to speed the proper performance of a 
foreign official's duties may be reprehensible in the United States, the 
committee recognizes that they are not necessarily so viewed elsewhere in 
the vorld and that it is not feasible for the United States to attempt 
UAilaterally to eradicate all such payments. As a result, the comittee 
has not attempted to reach such payments. However, where the payment is 
 ade to Influence the passage of law, regulations, the placement of 
governaent contracts, the formulation of policy or other discretionary 
governmental functions, such paysent would be prohibited. (H.R. Sep. Mo. 
95-460. SSthCong., 1st Sess, 7-8 (1977))

Businessmen and iaw/ers maintain that this intent, however, is not reflected 
in the langjaje of the Act. In the statute itself, grease payments are 
defined In terra of the status of the recipient. Specifically, the term 
"foreign official* excludes employees whose duties are "essentially 
ministerial or clerical.* This statutory language raises the question 
whether a large, corrupt pay-sent to an official with ntnt* k«rial duties is 
not prohibited while * small paysent tu expedite procetsir.? bu»t»s fores is 
prohibited If Bade to a core senior official.

Many businessmen argue that courts nay determine that th« prohibition of the 
Act applies to facilitating paystnt* in certain instance... notwithstanding 
what they regard as inconsistent legislative history.
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4. Extortion v*. corrupt Jog, Businesseen Insist that the line 
extortion and bribery under tte FCPA Is unclear. The former Chairman of the 
British Overseas Trade Board has suggested that 'the win problea Is 
extortion, rather than corruption - en*<. you can't do business (in tuny parts 
of the world) unless ycxi pay the entry fee.* Businessmen argue, however, 
that the legislative history indicates that Congress did not intend for the 
Act to prohibit payxents aaie as a result of "true extortion.*

The legislative history indicates that payments jude is the result of threats 
of physical violence to a company's plant or personnel would be defensible 
under the Act on the grounds of extortion. The Senate Report states, for 
exaaple, that a payment made to an official "to keep an oil rig froa being 
dynaalted should not be held to be sade with the requisite corrupt purpose.* 
Questions are raised, however, about payacnts jud* as the result of threats 
with purely economic as opposed to physical consequences, such as threats of 
expropriation or threats to cut off oil supplies, wnich are not addressed in 
the legislative history.

5. Corrupt Intent. Businessmen report uncertainty *s to what constitutes 
the requisite corrupt intent. The Act prohibits only payments or proa IKS of 
payxent which have be«n wdf 'corruptly.* The legislative history indicates 
that 'corruptly* connotes an evil eotiv* or purpose* namely that the payment 
Is xade to induce a foreign official to wrongfully direct business to or 
obtain preferential legislation for the cospany. It is not necessary that 
'the act be fully conzusnated or succeed in producing the desired outcome" or 
that the payatnt violate the law of the host country.

This raises questions in so** executives* views about the legality uf 
financial contributions that ate coaaonplace and permissible under local law, 
but voold be Illegal if ead« in th* United States.

6. fsiei jiy official. Busine»s«en asset t that there are vast differences 
aanoag countries as to what is u.ewvd ** a "public" or "official* function. 
In SOJK countries, for ex»pt«, tt*v4.on* ot electric cospany officials are 
"public officials.' BtiStrtt-ssMt, *j, there is *oce uncertainty as to whether 
the Act C'.vits UonsattU'.* wu- pv^tic oificiais who are involved in what 
are esstntully coateroUl ent«rptit«s.

7, »^t oun_tt_pg _*A&^t ecor a > e* a_i r^j a^/ae easpinirs dlsu report a significant 
«toj« of uncertainly about tfw acxwunttn^ and lecordteeping requireaents 
isposvd ty the Act. hhil* tw unc#itdinty in this area does not directly 
affect exports, it cw iv«s* »fjtttf»^ant costs on exporters and« in turn, 
affect tnelr intern*ti<xwl co«p«tttiv«ness.

These provisions r*^^»t* that «{** "'d cospani^s seep their books in 
' .asonabl* detail" wh^L *acxut*;eiy and f^uly" reflect transactions and 
^impositions of assets and have xi^*nji accounting controls which provide 
"reasonable assurances" chat tfjf s-tct.on* ar« executed in accordance with 
nanageaent*s author is»tio<%i tfwt transactions are recorded as necessary to 
perslt prepare tiwn of f.,^^,-1 «idt«h«ncs in confornity with generally 
accepted *scoun&irt9 pr*r.^^n . *nd to luintain accountability for assets; 
that ACCOM to asrets i*- ;<.aitted only in accordance with management**
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Authorization; and that th« recorded accountability for asset* 1* compared 
with the existing asset* at reasonable interval* and appropriate action is 
taken with respect to any difference*.

Th*s* requirements appear to have produced widespread uncertainty and concern 
within the business community. Some executives maintain that they are 
presently unable to determine what constitutes compliance. They argue that 
many of the term* used, such as "reasonable assurances" and 'reasonable 
detail,* are unclear. On another level, some companies are uncertain about 
the relationship between the accounting and bribery provisions of the Act.

8- Dual enforcement jurisdiction. Businessmen and attorneys maintain that 
enforcement of the PC PA by two agencies creates unnecessary uncertainties. 
Sections 103 and 104 proscribe foreign corrupt practices by Issuers of 
securities and other domestic concerns, respectively. The SBC has primary 
investigatory and civil enforcement responsibility for violations by 
companies that have securities registered under section 12 or that make 
reports under section 15(d) of th« Securities Exchange Act. The Dep«rtment 
of Justice has similar civil jurisdiction over privately held domestic 
firm*. The Justice Department has enforcement responsibility for criminal 
violations for both sections of the Act.

The SBC has declined to provide guidance to the business coamunlty or to 
participate in Justice** FCPA Review Procedure. As a result, soae exporters 
believe the failure of the two enforcement agencies to  ?ree on a coonn 
mechanism for providing guidance could result in varylr^ interpretations for 
similar provisions.

Current Status and Continuing Developments

Some steps have been taken in an effort to reduce the negative export
consequences of the FCPA. The Department of Justice has established a review 
procedure and outlined its enforcement priorities. The United States has 
continued to press for the adoption of an international agreeaent on bribery.

PCPA Review Procedure. In an effort to ameliorate the problea of ambiguities 
in the antlbrlbery provisions of the Act. the Justice Department established 
on March 24, 1980, a FCPA Review Procedure similar to that already available 
In the antitrust area. Under this procedure, a business can subait to the 
Justice Department details of a proposed international transaction and can 
request a determination of Justice's enforcement, intentions. The validity of 
the submission must be certified by a senior officer with operating 
authority. Justice's criminal division will respond to the request within 30 
day* after receiving all the information it considers relevant to the 
proposed transaction.

The Review procedure will apply only to possible bribery vitiations and not 
to violations of other sections of the law. The state»«nt I »slorcement 
Intention will bind the Justice Department, but not th« SBC.

The Justice Department will not disclose information which ts exempt from 
mandatory public disclosure under the Trcedoa of Information Act concerning, 
the name of tn« foreign ccvntry involved in the propose! transaction, tht
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Identity of foreign Agents *nd, when It considers necessary, the name of the 
fir* seeking guidance. Justice Intends to publicize the nature of each 
transaction along with Justice's enforcement i-^entlon.

Businessmen are not optimistic that this procedure will prove very useful. 
First, they btlieve that Justice's respon.se will ordinarily com« after 
business decisions must b« made. Second, they argue that foreign agents will 
often be reluctant to provide them wttf the Information needed by Jut tic* to 
evaluate the proposed transactions. Third, they are concerned that 
confidential business information contained In their letters may b* 
disclosed. They are also concerned tnat th« mere fact that they have sought 
Justice Department guidance will become known and will result in adverse 
publicity. Fourth, they argue that the usefulness of this procedure Is 
substantially dlalnlshed by the SK's urrrlllingness to participate.

Finally, they maintain that the precedential value of the review letters is 
limited because Justice's statement o£ enforceeent intentions will apply only 
to the particular transaction under review. Aside from this problem, 
businessmen point out that It win take a number of years before a 
sufficiently broad range of issues will have been addressed under the 
procedure to provide useful guidance.

The February 1980 statement of the president directed the Secretary of 
Commerce and the Attorney General to initiate, after one year of operating 
experience, a review of the effectiveness of the Review procedure in reducing 
uncertainty about the meaning of the Act. The review will Include input from 
business and other interested parties.

enforcement Priorities. Assistant Attorney General Philip B. Heymann 
outlined the Department of. Justice's enforcement priorities with respect to 
the PCPA In a speech given, November 3, 1979, In New York. He explained that 
enforcement priority aeen.s specifying tht type of cases which will be 
considered th« most urgent and egregious. It does not mean specifying which 
cases th« department of Justice will decline to prosecute — that typ« of 
information Is to be provided by the FCPA Review Procedure.

Enforcement priorities relate to the decision to open an Investigation and v> 
determine what, if any, enforcement action Is warranted. The following 
actions were Identified as being egrtgious and Increasing th« likelihood of 
prosecutlont

o Bribes made In a narket where the only other competitors are American 
corpantes;

o Bribes ma£« in a market where there are non-Aatrican coepttitors, but 
where the only cocpany indulging it. corrupt practices Is the AMrlcan 
coopanyj

o Bribes made in a country which is making an effort to eliminate such 
fr»tlent: and.

o Bribes made to a foreign cabinet officer or other officials of high 
rank.
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In Tune 1976 the neefcer governments of the Organization for Economic 
Cooperation and Developoent tOKD) adopted guidelines Cot multinational 
enterprises that included the principle that "enterprises should not render 
  and they should not be solicited or expected to render -- any bribe or 
improper gift, direct or indirect, to any public servant or holder of public 
office."

The President raised this issue with the heads of governaeits of the other 
sajor industrial nations at the London Econoalc Susait on May 8, 1977, and 
they agreed that "illicit practices and isproper conduct should be eliminated 
froa International trade, banking and cooaerce." The Suassit endorsed "the 
work being done toward international agreements prohibiting illicit 
payaonts.*

Support for on agreeaent has also been expressed by ministers of all the OKO 
countries at their annual meetings in 1977 and 1978, and the United States 
obtained the support of several isportcnt Latin American leaders at a eeeting 
held In Panatta in June of 1978.

The United States continues to invest considerable diplomatic effort in this 
i sport ant project, and auch technical work has been accoepiished. A draft 
agreement has been ptcpared in the United Nations which would establish a 
r-asio for prohibiting bribery and extortior involving foreign officials.

Despite these dt>v«lopeents and general statesents of support for 
international action by aany goveinsents, concrete international action has 
not yet been taken on specific measures to <rtal with the probl«a. The 
developing countries have attempted to link progress on this Batter with 
other issues in tht North/South dialogue. At the sax* Use, the aajor 
inda .rial countries, who could accosplish t» greit deal by refusing to 
cospcte on the basis wf bribe*/, have been reluctant to take international 
action on their own.

Howev i, at th« Venice Economic Suanit the President again raised the issue 
with the heads of *tat« of the other aajor industrial nations, and on 
June 2S, j.990, the seven nations issued « cccstunique in which they pledged to 
coasit theic gcnernaents to "wurk in the United Nations toward an agreement 
to ptohibu illicit pay3er.;» to f^reigii go-/ernzcnt officials in international 
business transactions" and, if that effort faltets, to 'seek to conclude an 
agreement 0=007 outfelves. but open to all, with the saae objective." while 
negotiations on thi-* is?j* are likely to continue to b« difficult, 
coordinated international ,!<-(,»,>n on Uiivit pa/=«nts will reeain a high 
priority ot this Administration,

.^TIOOYCOTT

Definition of P^t^ntial

Two separate £r*tit»j/eyU -.tat'Jtos ar* now in *tf*ct, the Aneiboycott 
Aaendsents t tft<- Expait Adainistrati^xi Act iEAA» passed in 1977, and the 
Rtbicoff X-wndoe.it t« the Tax Refits Awt of i?76 (TRA*. These t«O statJtes
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impose some different prohibitions, contain different exceptions* authorize 
different sanctions, and are enforced by different Departments. The Sherman 
Antitrust Act has also been applied to boycott related activities In a 
consent decree entered by the court. The prohibitions set forth In the 
consent decree differ in some respects from those In the antiboycott statutes.

In comparison to other laws and regulations on this subject, the EAA 
Amendments are more comprehensive. In part because they were the result of an 
extended legislative process that involved the principal groups concerned. 
Although the EAA preempted state antiboycott laws, it did not supersede the 
TRA. While considerable efforts have been devoted to harmonizing the 
regulations implementing these two statutes, they are different In critical 
respects. As a result, behavior that is permissible under the detailed EAA 
amendments and regulations may be restricted under the Tax Code, and vice 
versa.

Statutory Authority and Policy Objectives

The legal and statutory initiatives taken by the U.S. Government in 19?e and 
197? against U.S. firms complying with unsanctioned foreign boycotts were a 
direct result of the substantial Increase in Arab pressure on U.S. firms to 
support the Arab League boycott of Israel and of blacklisted companies. The 
boycott has been in effect since 1948, but it was not until the oil embargo 
of 1973 and the dramatic increase in the economic power of the Arab States 
that it began to have a serious lupact on U.S. comaerce. In 1975, the 
Congress focused its attention on the boycott and determined that there was 
substantial evidence that many U.S. firms were acquiescing in Arab boycott 
demands to the detriment of other American companies and U.S. trade with 
Israel. The possibility that the boycott could be used as a weapon of 
religious discrimination, with U.S. companies as active participants, was of 
particular concern to the Administration and to the Congress.

The EAA of 1969 contained the fiist U.S. policy and regulatory response to 
the boycott. The statute was slated to expire on September 30, 197$, and in 
1975 the Congress began considering tougher antiboycott measures in 
ccnjuncticn with the extension of the 19;9 Act. During 197S and 197$ several 
States including California, New York, Ohio, and Maryland considered and 
adopted antiboycott laws. The Justice Department brought court action 
against Bechtel in 197$ for alleged violations of the Sherman Act, applying 
an antitrust analysis to certain boycott activities. The TRA Included a 
provision denying certain foreign tax benefits tu companies participating in 
unsanctloned foreign boycotts. In 1977 when amendments were adopted to 
extend the EAA of 1969, the new antiboycott provisions specifically preempted 
State laws In an effort to set out a comprehensive program opposing 
participation by U.S. companies in unsanctioned foreign boycotts. In 1979, 
the EAA was-extended through 1983 with the antiboycott provisions unchanged.

The statutory and regulatory restrictions barring . operation with 
unsanctloned foreign boycotts are Incorporated in:
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o Export Administration Act of 1979, (Pub. L. 96-72, to be codified At 
50 U.S.C. app. s. 2401 »t ̂ seg..) and Export Administration Regulations 
(IS C.F.R. Part 369 (1979)). The foreign boycotts provisions were 
originally added by Title IX of the Export Administration Amendments 
of 1977 (Pub. L. 95-52) to the Export Administration Act of 1969 (50 
U.S.C. app. s. 2401 et seq. (1976 I Supp. I 1977)).

o Tax Reform Act of 1976, I.R.C, s. 999 and Treasury Gv*id«llnes,
January 20, 1978, 43 Fed. Reg. 3454. 1978, Additional Guidelines,
November 14, 1979 (44 Fed. Reg. 66272, 1979). ;

o Sherman Act (15 U.S.C. s. 1 et seq.). The Department of Justice sued 
Bechtel Corporation under the antitrust lavs for boycott activity. 
The natter was resolved by the entering of a consent decree on 
January 5, 1579 (United States v. Bechtel, No. C-76-99-HA1, N.D. Cal. 
1979).

o State laws. A number of states adopted antlboycott laws during 1975 
and 1976. The foreign boycotts provisions of the 1977 Export 
Administration Amendments specifically preempted State laws, thus 
establishing a uniform federal antlboycott policy and program.

Export Administration Act. Section 3(51 of the EAA of 1979 desct ibec U.S. 
policy with regard to foreign boycotts as follows:

"It Is the policy of the United States:

to oppose restrictive trade practices or boycotts fostered or imposed 
by foreign countries against other countries friendly to the United 
States or against any United States person;

to encourage and, in specified cases, require United States persons 
engaged in the export of goods or technology or other information to 
refuse to take actions, including furnishing Information or entering 
into or implementing agreements, which have the effect of furthering 
or supporting the restrictive trade practices or boycotts fostered or 
imposed by any foreign country against a couitry friendly to the 
United States or against any United States person; and

to foster International cooperation and the development of 
international rules and institutions to assure reasonable access to 
world supplies."

The EAA and Export Administration Regulations (S C.F.R. part 369 (1979)) are 
designed to further these objectives through the prohibition of specified 
acts by any U.S. person with eespcct to his/her activities in the Interstate 
or foreign commerce of the United States, and the requirement that receipt of 
request* to comply with, further, or support unsanctioned foreign boycotts be 
reported to the Department of Commerce.

The law and regulations do not see* to interfere with the sovereign right of 
foreign statet to impose economic sanctions or participate In boycotts. 
Rather, the objective of the law is to discourage and. In certain Instances,
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prohibit U.S. persons froa complying with foreign boycotts of friendly 
nations, particularly where such compliance ispedes commerce between U.S. 
persons or between the United States and nations friendly to it.

The Office of Antiboycott Compliance within the International Trade 
Administration of the Department of Commerce administers these regulations. 
The Office provides Informal compliance guidance to exporters and to other 
affected parties.

Tax Reform Act of 1976. The antiboycott provisions of the TRA seek to deny 
certain foreign tax benefits to U.S. cospaiics that participate in 
unsanctioned foreign boycotts. Foreign tax benefits are designed to promote 
International trade and expand the participation of U.S. companies in the 
world market. To the extent U.S. companies participate in activities 
restricting trade in cooperation with foreign countries, they will not 
receive the benefit cf these tax Incentives.

The Department of the Treasury developed the guidelines and administers the 
program. The Internal Revenue Service and its auditors and investigators 
enforce these provisions.

Sherman Antitrust Act. The Sherman Act, while not an antiboycott law per se, 
was adopted to promote free competition in U.S. commerce and to proh-^it 
conspiracies In restraint of trade. In U.S. v. BechteJ. the Justice 
Department sought to eliminate agreements and actions by a t.S. company in 
support of a foreign boycott that restricted trade between U.S. persons by 
applying the Shcraan Act. The Antitrust Division of the Department of 
Justice and the Federal Trade Commission enforce the Sherman Act. Private 
parties nay bring civil suits for treble; damages and injunctivc relief under
it.
International efforts. As part of th« overall antiboycott policy of the 
United states and in an effort to reduce potential adverse effects on 
exports, the United States closely follows antiboycott efforts by other 
nations. While other nations have given, serious and active consideration to 
measures of their own to oppose secondary and tertiary boycotts, the general 
pattern has been for governments simply to announce opposition to such 
boycotts. Legislative initiatives have been rare. A detailed study by the 
Congressional Research Service issued in May 1979 (THE ARAB BOYCOTT or 
ISRAEL; Possibilities for European Cooperation with U.S. Antiboycott 
Legislation, Charlotte A. Phillips) concludes that prospects for such action 
In the future are not good.

Or.ly France and the Province of Ontario, Canada, are xnovn to have enacted 
any fora of antiboycott legislation. Legislative hearings on bills directed 
against secondary foreign boycotts were held during 1979 xn the United 
Kingdom and the Netherlands. The results of these hearings, however, have 
been Inconclusive thus far. France enacted an anti-disci i*.ination law in 
1977, but when COFAC8 (France's equivalent to the U.S. t .port-Import Bank) 
stopped processing contracts containing bcycott conditions, the Government 
Issued an administrative order halting the use of the law js an antiboycott 
mechanism. The order has been overturned in the French courts but the law 
will probably be reconsidered. In Germany, the Government wUl assist firms 
In solving boycott problems but apparent*/ docs not ttiJ to introduce any 
antiboycott legislation.
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Private SectorViews

The Business ComunUy. A numl/or of U.S. companies asserted they lost 
business opportunities due to the antiboycott laws and regulations. These 
accounts generally involve invitations to bid containing prohibited boycott 
terns or requests for infornation which cannot be provided. In addition, 
reports fron Foreign Service posts in virtually all Arab countries (largely 
reflecting the views of U.S. firms operating there) indicate that the 
ADUboycott laws negatively affect U.S. exports; however, the degree of the 
impact appears to vary considerably froa country to country. Sos* posts have 
characterized the effects as a relatively amor problem while others suggest 
that the antlboycott laws represent a significant deterrent to 0.5. exports. 
SOB* posts also indicate that the U.S. antiboycott laws and regulations deter 
soa« snail and nednja-sized businesses froa engaging in expert trade with 
boycotting countries. (Appendix C contains a core detailed discussion of 
Foteign Service posts' cosacnts.)

On the other hand, some U.S. firas have successfully negotiated revisions in 
contract terns and requirracnts eliminating prohibited boycott conditions in 
certain countries. However, such modification is not possible in every 
instanct or in every country. Soac other flr»s with substantial trade with 
boycotting countries have indicated they are no longer receiving boycott 
requests regarding those transactions.

The competitiveness of Asencan enterprises can be affected by other factors 
even in boycott situations. The factors include noncoapetitive rtids, foreign 
government subsidizations of exports, inexperience in dealing with customers 
in the Middle East, inability to maintain qualified American personnel 
abroad, and restrictions Isposcd by other federal laws.

However, the existence of &ulti?l« U.S. antiboycott programs is cited by some 
businesssen as troublesoac. Of particular concern arc the Treasury 
guidelines and certain activities prohibited by Treasury that are permissible 
under the Cosaerce rules. Soac executives believe the antiboycott program 
shojld be consolidated In the Department of Conserce because of its expertise 
in foreign trade activities.

The Dep«rtKent of Coasercc rules against furnishing certain types of 
information to boycotting country governments also create concern in the 
business coraeunity. Sow; businessmen believe this prohibition adversely 
affects the ability of Axcrlean coapanies to respond adequately to false 
allegations rude by foreign c<»potitors to a boycotting country or boycott 
office, without the ability to respond, businessmen believe U.S. firms may 
be blacklisted or lose business.

-«te businessmen argue that antiboycoU reporting requireeents place an 
economic burden on companies and that these reports to both Treasury and 
Commerce &ay discourage sow ssaiier companies froa entering the export 
market.

The^Jewish Coestunity. Vat ious Jewish groups have foliowed the antiboycott 
prograas with great inteicst and believe the prograas have substantially 
contributed t*j redjcing the effect of foreign boycotts on U.S. co«e«r«. The
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groups also hav* been concerned with potential negative impact* on U.S. trade 
with the Hideast and Issued an analysis of these Impacts in Hay 1979. This 
report, prepared by the American Jewish Cotcalttee, concluded that despite a 
broad range of problems confronting U.S. exporters to the Mldeast, sales have 
continued to rise dramatically and antlboycott lavs could not be reliably 
identified as contributing to a restraint of U.S. exports.

The Jewish groups recognize so»e duplication in the different antlboycott 
programs, but stress the differences in scope and coverage of the TRA and the 
EAA. They regard the application of the TRA to foreign operations of U.S. 
companies and the potential tax penalties in that law as an effective 
complement to the prohibitions of the EAA. They contend that these laws 
operUe together to protect, with minimal costs, the rights of U.S. persons 
to trade freely throughout the world.

Organized Labor __vieys_. Organized labor has strongty and consistently 
supported legislation to oppose participation by American firms in 
unsanctioned foreign boycotts. Labor has also supported negotiations to 
resolve differences and misunderstandings brought about by such boycotts.

Boycotting, Country Views, Several boycotting countries have nade important 
modifications In their programs which have reduced the conflict between 
Aaerican laws and their boycott requirements. They now accept shipping 
certificates which list the national origin of goods in positive, 
nonexcluslonary terns instead of the negative, exclusionary certificates of 
origin previously Issued. Almost all boycotting countries now delete, fro* 
government contracts clauses, a requirerent of compliance with the host 
country's boycott laws. The boycott clause has given way to a permissible 
clause acknowledging the applicability of the host country's laws. Kany 
govecnaent contractors have replaced the requirement that American 
contractors agree to refrain froa employing blacklisted suppliers or 
sub-contractors with a provision which reserves for the boycotting country 
the exclusive right to make the unilateral and specific selection of 
supplier* and sub-contractors. This is an acceptable practice under U.S. 
antlboycott laws, provided the contactor does not su{.oly his client with a 
boycott-based bidders* list.

These modifications do not, however, cover all business situations In these 
countries. In addition, several boycotting countries continue to impose 
boycott conditions Incompatible with U.S. regulations, and thereby inhibit 
U.S. business opportunities in these countries.

The result of the modifications made by boycotting countries has been, in 
soae instances, to increase exports by permitting companies that would not 
comply with the boycott to do business In the Arab world.

private Sector Suggestions

The jus i ness Coariunity. So*e members of the business cywi<.nity suggest that 
unwarranted differences among the three antiboycoU p-ogiaas should be 
eliminated and antlboycott enforcement should be con^Aiuated within the 
Department of Cooaerc*. While there w«re a few suggestions to reduce
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substantially the scope of the law and to reduce th« reporting obligation, 
most coenents reflected an understanding and support of the policy objectives 
of the antiboycott prograas.

Some respondents reconnended that the Treasury guidelines be made congruent 
with the Conacre* Department's regulations and enforcement procedures with 
respect to: pre-law boycott coenitmentsj generalized law compliance clauses; 
implied agreements arising out of undertakings to certify fact; and. Implied 
agreement* arising from unilateral declaration.

Another suggestion recommended amending Section 8(a)(2) cf the Export 
Administration Act of 1979 to permit U.S. firms to refute specific erroneous 
information which has prompted or »ay prompt blacklisting action. This 
suggestion, though it would create a hard-to-police loophole In the 
 furnishing Information* prohibitions ot the antiboycott laws and 
regulations* would allow U.S. firms to furnish nondiscrlminatory factual 
Infornation to boycott authorities. The information conveyed would be 
limited to refuting mistaken beliefs or factual suppositions by foreign 
authorities.

The Jewish Coanunity. The Jewish groups understood the desire to reduce 
conflicting and overlapping antiboycott prograas, but stated that 
harmonization should not result in a reduction in scope or coverage currrntly 
provided by the two laws. They recoamerded continued monitoring of the 
programs' administration to identify an effective means of unifying the 
antiboycott effort.

Cur_rcnt__S_tatus_and Continuing Developments

lessened Differences Between Coamerce and Treasury Regulations. Despite 
fundamental differences in approach and coverage, Cotnerce and Treasury have 
worked very closely to harmonize their regulations to the greatest extent 
possible. Constant discussion on new issues between the two Departments and 
continuing efforts to find coaaon ground on pre-existing issues have led to 
many Informal and formal resolutions of differences. Two recent examples are 
the treatment of shipping and insurance clauses in Saudi Arabian letters of 
credit and the handling of the termination of Egyptian participation in the 
boycott of Israel.

Prior to November 1979, Treasury regarded shipping and insurance clauses 
contained in letters of credit froa Saudi Arabia as evidence of participation 
In a boycott transaction which l«d to the denial of foreign tax benefits. 
Commerce Interpreted the sase language as not constituting a violation of its 
regulations. After numerous meetings in Washington and Saudi Arabia, 
Treasury and Commerce resolved their differences and published notice of 
uniform treatment of the language (Treasury at 44 Fed. Reg. 66272, November 
14, 1979; Commerce at 44 Fed. Reg. 67374, November 2«, 1979).

As a resjlt of the Caap David accord, Egypt terminated its participation in 
the Arab League boycott of Israel. Both departments recognized this positive 
step and coordinated their official recognition of the action and its effect 
under the antiboycott regulations (Treasury at 4S Fed. Reg. 23574, April 7, 
1980j Coowerce at 45 Fed. Reg. 29010, Kay 1, 1980).
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Unresolvable Dift«fenees_Betvget>. Treasury and Conacre* Regulations. The 
statutory framework of the TRA and the EAA laws precludes the resolution of 
all differences. The basic jurisdictions! differences (the TRA applies tc 
taxpayers and their activities worldwide, the EAA affects only U.S. persons 
and their activities in U.S. comer ce) hinder a unified approach. Other 
differences Include the interpretation of certain contractual terns Involving 
boycott conditions. Treasury regards soae phrases as not constituting an 
agreement under their regulations while Cos*-re* treats the same language as 
a prohibited tera. (Coapare Treasury Guidelines H-3 and H-4, January 25, 
1978, 43 Fed. Reg. 3454 and 15 C.F.R. 269.2(a) agreeaent to refuse do 
business, examples (ill) - (vi) (1979)). Another difference involves 
Cotraerce's exception which pctnlts bona fide residents of boycotting 
countries to comply with otherwise prohibited requirements of those 
countries' lavs while Treasury regulations view such action as laperalsslbl* 
(Sec 15 C.P.R. 369.3(0(1979)). These differences require legislation if 
they are to be resolved.

Bilateral Negotiations. As previously discussed, bilateral negotiations have 
had vlxed success. Discussions are continuing with several boycotting 
countries In an effort to obtain clarification of axbiguous conditions. As 
new contractual or eoaasercial teras evolve, these discussions will continue. 
Discussions with competitor nations to coordinate responses to the boycott 
have had Halted success and have little prospect for ieproveseit.

ANTITRUST LAWS

Definition of^ the Potent!^j>lslneentive

Antitrust lavs can directly affect the operations of American companies 
abroad. Every year, American businesses enter into thousands of 
International transactions that aay raise possible antitrust issues. These 
include overseas distribution agreements; overseas joint ventures for 
research, aanufacturlng, construction or distribution] patent, tradesark, and 
know-how licenses; distributorship contracts, or mergers with foreign fires; 
and raw material procurement agr«stnt« or concessions.

Many, perhaps aost, of these transactions do not raise serious antitrust 
enforcement concerns. Uncertainty about the application of the antitrust 
laws to these transactions, however, way cause businesses to abandon or Halt 
questionable transactions, or to e&bark upon unnecessarily restrictive 
transactions which would not be undertaken if the antitrust risk were sore 
clearly perceived. The effect say be an unnecessary constraint on fully 
exploiting export opportunities.

Statutory Authority and policy j?bjectlves

The U.S. antitrust laws are the foundation of our broad national coealueent 
to an economy based on competition. Coapetitive policies lead to efficiency 
In the allocation of resources by providing consumers uh the goods they
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desire at the lowest price tha.. efficient business operations can profitably 
offer. Competitive policies *ntlude forbidding artificial restraints on the 
operation of urket forces arx) t-. renting individual fir as froa doalr.atlng 
markets so that, for ex»ple, they c*n taisc prices above competitive levels.

The nost relevant antitiust provisions are Sections 1 and 2 of the Sheraan 
Act, enacted in 1890. Section 1 bars 'every contract, combination... or 
conspiracy, in restraint of trade or coonerce aawng the several States, or 
with foreign nations....* Section 2 aak«s It a violation of the lav to 
"nonopoUze, or attempt to oonopolize, or coahine or conspire with any oth« 
person or persons, to monopolize any part of the trade or cotwercc aaong the 
several States, or with foreign nations...* In addition, Section 7 of the 
Ciayton Act of 1914 prohibits anticoopetitive Kergerc between firas engaged 
In U.S. domestic or foreign conserce.

The Antitrust Division of the Department of. Jjstice and the Federal Trade 
Coaaissicn are the federal agencies responsible for enfiw* <. .?? the antitrust 
laws. In addition, any private party purpottedly indeed by fhat nay be an 
antitrust violation can sue for injunctive relief or for treble

Compliance with the antitrust laws presents for business a task very 
different froa th-it presented by oany of th* other legal rules that affect 
international transactions. Antittust statutes do not provide a checklist of 
specific, detailed statutory requirements, but instead set forth broad 
principles of general application. Antitrust concerns very often are not so 
auch with the particular fcia of a transaction, but its surrounding 
circunstances. Although certain types of agreenents are regarded as illegal 
per g* ~ notably, price-fixing and territorial allocations   sost 
restraints are tested by a full Inquiry into whether they will have a 
significant adverse effect on cocpetitlon, what the justification for then 
Is, and whether that justification could be achieved in a less 
anticoepetitive way fth* so-called "rule of reaton* testl. Even 
sophisticated business executives aay be unable to deteraine the legality of 
a proposed transaction without the extensive advice of antitrust, counsel.

A special antitrust ex*>2ption is provided undet the Kebb-Pocerent Act for the 
joint export activities of an export association of Anetican producers, 
provided that the association d^» not: ui artificially or intentionally 
restrain U.S. domestic trad* or affect U.S. domestic prices; or, til) 
restrain the export trad« of any U.S. coepetitor of the association. The 
Webb-Poaerene Act applies solely to the export of "goods, wares or 
aerchandlse" and, therefore, does not explicitly extend to service And 
licensing transactions. To be eligible for the exemption, an association 
aust be Halted to domestic firrs.

the application of U.S. antitrust laws to overseas activities raises sooe 
difficult questions of jurisdiction. Th«r« is, for exanple, th« question of 
subject ftatter juritdictivxt. whcchct U.S. antitrust law applies to overseas 
a:ts which affect U.S. co=atrce. Th« acts of U.S. citizens in a foreign 
nation normally are subject to the law of the country where they take place. 
Yet U.S. law in general, jnd U.S. antitrust laws in particular, are ""I 
Halted to transactions whuh take place within our borders. Khc.i fo^^igr* 
transactions have a substantial and foreseeable effect on U.S. cccserce, they
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too are subject to U.S. law. Analyst* of whether there is an impact on U.S. 
comerce sufficient to confer jurisdiction generally Involves a factual 
analysis of the purpose and effect of the act. Enforcement action may 
sometimes be United by the Availability of affirmative defenses such asi 
(i) the act of state doctrine; (11) th* defense of foreign ^overnaental 
compulsion; and, (Hi) other claims based on considerations of comity.

The Antitrust Division has stated that its enforcement activities have two 
 ajor purposes with respect to international comerce. The first is to 
protect the American consuming public by assuring it the benefit of 
competitive products and ideas produced by foreign competitors, as well as 
domestic competitors. The second enforcement objective U to protect 
American export and investment opportunities against privately impoted 
restrictions The concern is that each U.S.-based firm engaged in the export 
of goods, services, or capital should be allowed to conpete on the basis of 
price and quality and not be shut out by restrictions imposed by more 
powerful competitors. An important objective of these policies is to enhance 
U.S. export opportunities.

Private and Public Sector Views and Suggestions

The view that antitrust laws act as ai export disincentive is not a new 
concern. An PIC report to Congress in 1916 concluded that 'doubt and fear as 
to legal restrictions prevent Americans fron developing equally effective 
organizations for overseas business and that the foreign trade of our 
manufacturers and producers, particularly the smaller concerns, suffers in 
consequence.* (Report of the House Cosretttee on the Judiciary on H.R. 1735, 
H.R. Rep. HO. 1119, 64th Congress. 1st Session 3, 1916.) This report 
proposed enactment of what became the Hebb-Pooerene Act, pointing out that:

"There are many great lawyers who think there is nothing in existing laws 
to prevent American manufacturers and exporters from combining In 
whatever manner they please in foreign countries to dispose of their 
products; but other lawyers take the position that there is doubt about 
this power, and in order to absolutely clarify the situation and In 
convon fairness to our American exporters, w« present this bill."

Prior private and Congressional studies have attempted to establish adverse 
effects of antitrust laws on American exports. Tor example, the report of a 
task force of the U.S. Chamber of Commerce In 1974 concluded that, in selling 
goods and services overseas, U.S. exporters and extractors are unfairly and 
discrlmlnatorlly restricted by U.S. antitrust laws. A study by the national 
Association of Manufacturers similarly concluded that U.S. companies are 
handicapped In their international competitive efforts as exporters and 
Investors by the extraterritorial application of American antitrust 
statutes. A Bureau of Mines report, however, concluded that antitrust laws 
were not a significant impediment to the exports of the cocpamus studied.

In addition to reviewing these studies, information was sought directly froa 
both the public and private sectors. In response to its request for comments 
pertaining to export disincentives, the D*^artaent of Coaaerce rtreived 
approximately 35 consents on the effects of the antitrust Uws. Soae of the
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Associations or groups, such as the Biergency Comtttec for American Trade 
and the U.S. Chamber of Coaaerce, represent the views of numerous companies 
with significant export activities. These contents indicate that American 
antitrust lavs are perceived as a significant disincentive to U.S. exports. 
The »ost significant problems reported are sumarlzed below.

first, the Webb-Poaerene exemption is said to inadequately address the needs 
of Mny exporters, particularly saall and medium-sized fira*.

Second, foreign joint ventures and bidding contortia ate said to be deterred 
by uncertainty about the "rule of reason" standard. Soae concenters argue 
that existing enforcement policy does not consider the ability of U.S. firas 
to remain competitive in international markets or the realities of "big 
ticket' projects abroad.

Third, some companies allege that they avoid entering licensing agreements 
with foreign companies because the antitrust laws prevent them froti securing 
contract provisions that sake exporting worthwhile. As a result, these firas 
argue that the prospective foreign licensee will substitute a foreign 
licensor for the American company 01 is encouraged to develop independently a 
technology to be competitive with the U.S. firm rather than purchase it from 
that firm.

For example, the antitrust laws prohibit an American firm froa entering into 
a 'know-how' license with a foreign fira, that unreasonably restricts the 
Importation into the United States of products manufactured under the license 
by the foreign company. Likewise, an Aaerican company cannot Insist upon an 
exclusive grant-back of any technology developed by the foreign fira based on 
the underlying knew*how or technology supplied by the U.S. coapany.

These companies argue that exports are hindered in several ways. First, the 
Aaerican company loses an opportunity to Increase U.S. exports of related 
capital equipment to the foreign licensee. Second, the U.S. licensor does 
not receive royalty payments that benefit our balance of payments. Finally, 
Aaerican companies cannot obtain the most recent foreign technological 
developments and, therefore, lose their competitiveness in world markets.

A fourth major concern of some firms is that antitrust uncertainty chills the 
conduct of U.S. exporters. The nation's antitrust laws each have, by their 
terns, some application to the foreign comerce of the United States. 
Neither the statutory language nor the legislative history of these laws 
offers significant guidance, however, as to how antitrust enforcement should 
operate In the distinctive and sensitive area of international business. 
Antitrust legislation has provided the enforcement agencies and the courts 
with little guidance and much leeway in developing such critical concepts as 
subject matter jurisdiction, applicable Defenses, and the degree of 
importance attached to U.S. trade and foreign policy.

A further and related expressed concern of soae firas involves three of the 
most difficult legal topics: sovereign Insunity, act of state, and foreign 
compulsion. All relate to the special problems created when the commercial 
activities in question are those engaged in, sanctioned, or required by 
foreign governments. These activities are sometimes quite deliberate

_ on _
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deviations froa competitive principles. Moreover, so*« of our oldest trading 
partners strongly object to the extraterritorial application of our antitrust
1ZWS.

These governmental disputes can create uncertainty in foreign corarercial 
activities because American firms cannot clearly determine the outer 
boundaries, functionally or geographically, of the antitrust laws' reach. 
American firm may also be obliged to coaply with host country business 
practices which could lead to antitrust liability. As a result, some 
American multinational enterprises suggest that these increasingly coaplex 
jurlsdlctlonal disputes say cake doing business in certain foreign markets 
too risky.

Another problem raised by tuny firms is that they believe that U.S. antitrust 
policies hinder effective responses In the aodern world economy. In 
particular, SOM American companies assert that where foreign cartels exist 
It may b? necessary and appropriate to encourage United States cartel-like 
arrangements to equalize bargaining positions. This is especially true in 
those industries where foreign cartels, boycotts and other restrictive 
activities are operated by or with the approval of state-owred enterprises or 
foreign governments.

Interested parties other than exporting companies also share these views. 
The President's Export Council observed that antitrust enforcement hinders 
exports because of (a> uncertainties about the Government's prosecutorial 
intentions, (bj the regulation of foreign subsidiary operations even where 
U.S. consumets are not significantly affected by those operations, and (c) 
the growing number of international disputes over extraterritorial 
enforcement of U.S. antitrust laws.

The National Governors' Association strongly criticized the operation of the 
antitrust laws in international trade. It identified extraterritorial 
jurisdiction, overlapping enforcement responsibilities, and uncertainty as 
the cost serious export disincentives caused by the antitrust laws.

These Issues have recently cose before Congress. Senator Javits has proposed 
consideration of several international antitrust issues that affect U.S. 
competitiveness in world markets. Senator Hathias has introduced a bili, S. 
1010, to establish a Commission to study the international application of 
U.S. antitrust laws. The Cocaission would be directed to examine the 
following issues: facilitation of joint ventures) probieas in dealing with 
foreign governments; clarification of the application of antitrust laws to 
International transactions} role of private antitrust lawsuits) and 
facilitation of licensing of technology abroad.

Adalnlftration Actions

Domestic Actions. Host of the cospiaint* about the inhibiting effect of the 
antitrust laws on exports are either general observations or comments upon 
the uncertainty created by those laws. Specific instances of tost export 
opportunities resulting froa a demonstrated substantive antitrust prohibition 
were not reported in response to the Federal Register request for
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information. This absence could in some cases be attributable to an 
established pattern of .-nut ing into new business that avoids even 
consideration of business ^pp^tmities on the margin of antitrust legality. 
It could also be due to the rwu?tance of businesses to discuss their 
antitrust problems or. In the case of soee firms, to the absence of any 
significant Inhibiting effect on exports.

Nonetheless, sose businesses are uncertain about the application of the 
antitrust lavs to export activities. Uncertainty can inhibit exports as 
effectively as a regulation that clearly prohibits then. For these r^asois, 
several cteps have been taken to clarify the applicatic-i ot the antitrust 
lavs to expert activities.

The Department of Justice first addressed these concerns in its January 1977 
'Antitrust Guide for International Operations" which it prepared after 
extensive discussion with the President's Export Council. The Suidc present* 
a general statement about the application of U.S. antitrust, laws to foreign 
cornerce. The general discussion is followed by fourteen hypothetical 
problems, cost, of which were posed by representatives of the business 
coesaunlty. Justice drafted the Guide, in large part, to respond to their 
concerns.

The President's 1978 Export Policy statement, concluded that exporter 
uncertainty over the df^licability of the antitrust laws in export trade 
could cause companies to refrain from joint export activities. At the 
President's direction, the Department of Justice undertook to step up efforts 
to clarify the reach of the law.

Justice almost iasedtately issued new guidelines to exporter* undertaking it* 
respond to export related request* iot clearance* under its Business Review 
I'roccdjre (28 CFR $0.6) within thirty business days.

As a further clarification effurt, Justice and Coessercc jointly sent a letter 
to 35,000 businesses identified by s-oeserce as actual or potential exporters* 
calling their attention to the atnaalined business review for exports and 
enclosing a copy of the 'Antitrust Guide for International Operations."

The Administration has taken uthet atfps to dispel, persistent misconceptions 
and uncertainty with respect to many of the adverse effects on exports 
identified by the private sector. These Include:

Joint Ventures « Because the principal purposes of the antitrust laws irv 
foreign cosaetce are to protect consumers In U.S. markets and to protect 
American exporters in OYVISCJS euitfcet*, the Justice Depattsent stated in the 
Guide, and has repeated in many public statements that:

"Normally, the Depaj tmen_t___wQj*d_ not challenge a eerggr or joint venture 
whose only eftec*- was t^ educe competition aoong the parties in_a 
foreign market, even where goods or services were being exported froa the 
United states. The rults arc even less stringent where a United "one 
-hot" type of venture is involved....Such short-tera consortia are useful 
where larg« ris'ts or dollai amounts are Involved (as with a multiple bank 
loan or securities underwriting} or where ccepleeentary skills are 
requited (as with the typical construction joint venture).* (Eephasis 
added.)
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The Guide makes clear th.it where there is no reason to suspect that the joint 
venture or the export project would eliminate competition In the U.S. 
domestic Market or foreclose export opportunities for nonparticlpatlng U.S. 
firms the project does not raise an antitrust problem.

Moreover, as the President pointed out in his 1978 Export Message* no joint 
venture aaong U.S. citizens to sell abroad to foreigners has been challenged 
under the antitrust laws in over 20 years. Joint activities have often been 
approved by the Justice Department. For example. In H*y 1976, the Antitrust 
Division gave its approval to a three-firm syndicate desiring to sell 
hydro-electric equipment for a project In South America.

These efforts at clarification appear to be successful. A 1979 study 
coonlistened by the Bureau of Mines concluded that "the recent Justice 
Department guidelines have b«ert reasonably effective in allaying fears of 
U.S.-based multinational non-fuel producers participating in joint ventures 
abroad."

Export associations and exporting trading companies   Helpful as the 
Antitrust Guio> may be, it cannot and was never expected to answer antitrust 
questions in the myriad situations faced each year by business. Recognizing 
this, the Administration supports bipartisan legislation that would clarify 
the application of the antitrust laws to export trade activities by changing 
the Hebb-Pomerene Act.

The Administration endorses the concept of certifying antitrust exemptions
for export trade activities while not undermining the domestic application of
the antitrust laws.

For example. Title II of S. 2718 contains a certification procedure by which 
export trading companies »and traditional export associations! can obtain 
assurance that their activities will not expose them to antitrust liability. 
The need of businesses is for a clear antitrust immunity for export trade 
activities that  'ill protect them, rather than for changes in the Sherman Act 
Itself. Title II has been carefully crafted to provide checks on 
anticompetitive developments within the United States.

Title XI establishes a procedure for an export trading company or export 
association to present to the Department of Comerce a reasonably detailed 
statement of the export trade activities it plans. The Commerce Department, 
In consultation with the Attorney General and the Federal Trade Commission, 
would certify these activities as immune from the antitrust laws if they 
would promote export trade ani would not result in a substantial lessening of 
competition within the United States.

Once certification was granted the certified entity would be exempted from 
antitrust liability for the activities described in the certification. The 
Immunity, however, would not extend to activities not covered In the 
certification.

Enactment of legislation such as Title II of S. 2718 would provide many 
exporters with an opportunity to guarantee themselves Immunity from tht 
antitrust laws before they undertake particular expo*t activities. Title II 
would also make the export services eligible for a Webb-Poeerene exemption.
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International Actions. The Administration also has undertaken A series of 
actions in Multinational foruas and in bilateral discussions to further the 
dual qoals of competition and export, development. The success of these and 
future negotiations could reduce the instances where U.S. firms are faced 
with foreign deaands that conflict with antitrust principles.

The United States has participated in a Major effort under the auspices of 
the United Nations Coanission on Trade and Development (UNCTAD) to achieve an 
international cade of conduct concerning restrictive business practices 
(REP), and alio has been involved .n another Major effort to develop a code 
concerning the transfer of tecf-nology (TOT). The UN Conference on RBPs 
concluded successfully in April 1980 by negotiating an RBP Code. The UN 
General Assenbly is expected to adopt it as a resolution at its fall 
session. Discussions on the TOT Code are continuing.

Slallar efforts are being Bade by the Organization foe Economic CoopeuMon 
and Developn>;nt tODCDj, which has taken steps to foster greater cooperation 
in antitrust enforcement aiong the antitrust agencies of various aceber 
states. Headers of the General Agreement on Tariffs and Trade (CATTJ also 
are considering what action to take to reduce international restrictive 
business practices.

In the past two years, bilateral efforts have been Bade to isprove reciprocal 
cooperation, or to reduce conflicts arising out of foreign anticompetitive 
actions. Contacts and discussions have been undertaken with Canada, 
Australia, Japan, the United Klngdoa, and antitrust authorities of the EEC 
and an executive agreeaent has been entered into with the Federal Republic of 
Gereany.
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CSAPTgK 10* mViaQHHEMTM^ AND SAPglY PROGRAMS AMD REGUIATIOHS

WTHCDOCTION

A« pact of the effort to provide a coeprehensive survey of export 
disincentives, this review covets sciectea pieces of doaestic legislation 
that My have An indirect effect on U.S. exports. The selected laws are 
designed to advance the public welfare by improving environmental quality, 
product safety and writer health   objectives that have becooe important and 
accepted social goals in tne United States and other developed countries. 
These laws are considered in this review because, while the domestic 
Implications of pursuing these goals are recognized, their iaplicatlons for 
exports are not. Their potential effects on exports have not been fully 
txplored largely became such effects are indirect and difficult to isolate.

The laws discussed in this section in=lud« the Clean Air Act, Federal Hater 
Pollution Control Act, Toxic Substances Act, Consuser Product Safety Act, and 
Occupational Safety and Health Act. The discussion is not intended to be an 
evaluation of the general policy objectives of these widely supported laws 
and regulations, but instead an examination of their relationship to 
exports. Meeting any objective entails certain costs, and the costs 
associated with one objective tsuch as pioviding clean water) nay have a 
negative iapact on another objective (such as increasing exports).

These laws resul" in regulation* w^cti aay raise the costs of production by 
Imposing delays via the teguiatory process and by requiring changes In the 
production process, the products thesis elves, the work place, or the 
distribution, use or disposal processes. To the extent that ttese additional 
costs are incorporated in exoort prices, they nay have a negative Impact on 
the demand for U.S. exports. However, soae regulations aay reduce long-run 
costs. For exaaple. by reducing work. days lost through work related illness 
and injuries, measures to protect the health and safety of workers can lower 
production costs over the long run.

Increased production costs caused by environmental, health and safety 
measures also are soeetiaes al.eged to be an iapottant reason for the 
transfer of soa* U.S. production facilities to other less regulated 
countries. Depending on where the output froa these overseas facilities is 
sold, such transfers could either increase U.S. lapocts or increase the 
competition faced by U.S. firas in tnird country aarkets   thereby reducing 
the potential level of U.S. exports tn**. ,-ould have existed in the absence of 
the transfers.

Environmental and safety regulations aay aiso affect U.S. exports through the 
procedures controlling the export of »noducts posing environmental or safety 
hazard*. Export* of soe« hazardous products are flatly prohibited. Hhtle 
certain other types of hatardous products nay be exported, the cost or 
complexity of the procedures aay discourage soae companies from exporting 
such products. This type of potential effect is discussed in Chapter 7 of 
this Review, unde. "Restrictions on Exports of Hazardous Substances".
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Private Sector Views

Private sector concern with environmental and safety legislation [exprecsed 
in replies to the Federal Register notice and at the private sector 
conferences) is not as great as In areas which directly affect exports. 
Businesses supported the social goals of the legislation and expressed their 
willingness to share the <*«« burdens necessary to achieve those goals. 
Widespread concern was articulated, however, regarding the effects of agency 
regulations implementing regulatory laws.

Flr»s maintained that agency regulations are overly complex and inflexible, 
that they often are rot justified by scientific and technical evidence, and 
that they result in excessive private sector costs relative to the benefits 
gained. One Federal Register response stated, 'The heart of the problem lies 
with excesses: i.e., with the attitude that scientific and medical facts -ieed 
not be substantiated to justify regulations and that the indiscriminate 
imposition of costs to achieve preconceived goals is irrelevant." Companies 
felt that iuproved public welfare and reduced regulatory burdens on the 
private sector are compatible and, indeed, complementary goals, both of which 
should be reflected in the decisions and actions of regulatory agencies.

In It* connents, the AFL-CIO took a somewhat different approach, while 
expressing general support for actions which would expand exports, the union 
questioned the appropr.atenets of considering th« domestic laws and 
regulations discussed here as potential export disincentives. The AFL-CIO 
ttrongly supported the policy goals oC the law* and urged their effective 
implementation. Concern was expressed that export promotion night be used as 
an excuse for attempts to weaken the worker, consumer and environmental 
protections provided under these laws.

Specific suggestions. A number of fuss stated that tegulatory requirements 
and associated costs affected their export competitiveness. One company 
recomended that export impact statements be an integral cooponent of all 
regulatory measures, and that review of regulations for adverse export 
consequences be an ongoing process. Another coepany urged that regulations 
should follow universally accepted standards or conform with multilateral 
agreements wherever feasible. Unilateral standards and constraints were 
perceived as inappropriate burdens on exporting. It was also suggested that 
special consideration be given to regulatory iapacts on small and 
 ediua-aized businesses, particularly wh«e th« cost of regulatory coapllance 
might completely discourage potential exporters.

Summary of findings

Large costs are associated with setting environmental and safety 
regulations. The Council on Environmental Quality has estimated that U.S. 
pollution a&ateaent and environmental quality expenditures totaled $47 
billion in 1978, and will rise to S94 billion in 1987 tin 1978 dollars}. The 
incremental private sector cost of meeting air and water pollution control 
regulations, the cost expensive government regulations. Is expected to total 
$355 billion in th<« ten-year period, 1973-1987. Brpenditures such as these 
appear to have a broad impact on the economy as a whole, and specific 
industries and firms in particular.
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Cost Increases such as these can raise the price of Many U.S. export* over 
what they would otherwise be, and at least In theory can reduce the 
attractiveness of U.S. goods In world market*. The Information available Cor 
thl> review, however, did not indicate that such cost increases have actually 
bten a significant factor deterring U.S. exports. As noted, exporter 
responses to the Federal Register notice shoved co»paratively little concern 
for coMp'lance costs as being an export disincentive.

For most exported products, the added costs of conpliance vith such 
regulations are apparently a relatively snail part of the total costs of 
production. Additionally, other industrial nations also maintain 
environmental and safety regulations; competitors in other industrial 
countries face similar types of costs, while these costs in other countries 
are generally less than In the United States, such is not always the case. 
For example, while private sector investment In controlling pollution was 3.4 
percent of total private sector investment in the United States in 1974, such 
pollution c«i"rol investment accounted for 4.6 percent of private sector 
investment in Japan.

There are *ome countries, generally less-developed countries, that have 
comparatively few environmental and safety regulations. The review produced 
sow indications that U.S. environmental and safety regulations have 
Influenced some companies to produce in such countries rather than in the 
United States. No quantification could be nade, however, and more inform*ion 
is needed. Prom the little information that was available, it did not appear 
that U.S. regulations were a aajor factor in decisions to locate facilities 
abroad rather than in the United States. One exception, though, is the 
pharmaceutical industry. There are some indications that present U.S. lav 
and regulations may have been a significant factor in pharmaceutical company 
decisions to construct plants abroad rather than In the United States.

For the most part, however, the concerns exporters have with environmental 
and health regulations are .he same concerns that producers for the domestic 
market have. There are tone Instances in which regulations appear 
contradictory to companies, or hard to understand, or duplicative. there are 
also standards which do not seem optimal to companies. These types of 
Issues, however, need to be dealt with through the existing processes of 
examining U.S. regulations. Indeed, these issues generally could not be 
examined separately for exporters, since aost companies that export also 
produce for the domestic market from the sane production lines.

Therefore, the export consequences of regulatory actions should be explored 
as an Integral part of the regulatory reform process, so that desirable 
changes can be identified and implemented. The Administration has 
established a Regulatory Reform Program, which seeks to eliminate unneeded 
regulations and to eliminate unnecessary burdens imposed by those regulations 
that are needed.
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AIR AMD HATER tOLtOMOH ABATEHB1T PROGRAMS

EXfinitIon of the Potential Disincentive

The past decide has seen the development of a significant body of Federal 
legislation and regulations dealing with th* control of air, water* and other 
form* of pollution. The vast bulk of these regulations is administered by 
the Xnvlronmental protection Agency (EPA) puriuant to the Clean Air Act, as 
Mtndod, and the Federal Hater Pollution Control Act, as amended. These Acts 
grant broad powers to the EPA to establish and enforce environmental 
standards and to administer Federal laws on environmental control. While the 
goals of these control* ate of unquestionable benefit to the well-being of 
the nation, their achievement imposes significant costs on U.S. Industry. 
The imposition of these costs on aa-iufacturlng in this country could act as « 
potential disincentive to U.S. exports, or an incentive to U.S. Imports, to 
the extent that pollution abatement* expenditures in foreign nations might b* 
less costly to their industries.

Statutory Authorijy^and Policy Objectives

In administering the Clean Air Ace the EP*. establishes:

o National standards for aobient air quality, primarily by setting 
standards for sulfur dioxide, particulate matter, hydrocarbons and 
photochemical oxidents (ozone), nitrogen oxides, and carbon monoxide.

o National emission standards regarding new stationary sources of 
pollution, hazardous air pol.utants, motor vehicle exhausts an4 
aircraft emissions, and actor vehicle fuels and additives.

o Prevention of significant deterioration (PSD) criteria vhlch limit 
the growth of pol.ution in areas with bettec-tban-mandated air 
quality.

The EPA delegates considerable responsibility to the States for the 
development of plans fat achieving che standards, but if a State falls to 
submit an adequate plan the Ft>A will, substitute it* own. In regions not 
meeting air quality standaids th» Agency nay be required to enforce   
moratorium on major new construction.

Pursuant to the Federal w«et Poiiuu<-n ConUoi Act, the EPA provides for an 
Interim goal of watei quality suitable for the protection and propagation of 
fish and wildlife and for water recreation by July 1, 1983, and for a 
national goal of coapictt ei»sunaUon of discharged pollutants into navlgablt 
waters by 1985.

In administering the water progran, the ZPA:

o Prepares ccApreuensive f ograas for preventing and eliminating 
pollution in navigable and ground waters, and authorizes .the 
appropriation of funds to assist States in administering programs.
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o Operates a National Pollutant Discharge Elimination Systea (NPDES) 
permitting program.

o Sets effluent limitations 'or industries discharging directly Into 
navigable waters and ptetreatment standards for discharging into 
publicly owned sewage treatment plants.

effect* of the Regulations

The costs of compliance with these EPA air and water pollution abatement 
regulations are substantial, and 01 an industry-wide basis they are generally 
the most expensive Federal regulations to sect. In their 1979 annual report 
the Council on Environmental Quality (CEQj estimated that incremental private 
sector spending on air and wat»r pollution control programs in 1978 totaled 
$21.1 billion   $11.5 billion for operation and maintenance expenditures and 
$9.$ billion for annual capital costs (interest and depreciation). These 
"incremental" costs are those aade in response to Federal environmental 
legislation teyond those that would have been aade in the absence of that 
legislation. By 1987, these costs were estimated to acre than double to 
$47.9 billion (in 1978 dollars).

An Arthur Anderson study of 48 selected large corporations. Cost of 
Goyernitent Regulation Study for the Busjness Roundtable, found that EPA 
regulations accounted for 77 percent of incremental expenses for compliance 
with health, safety, environmental and pension regulations in 1977. Of the 
$2,018 allllon these firms spent meeting EPA regulations, 94 percent was for 
air and water programs. EPA-lmposed costs were divided op into capital 
spending, 38 percent, direct operating and administrative expense, 31 
percent, product costs (mostly autooobiie pollution equtpnent), 27 percent, 
and research and development expenditures, 4 percent.

EconoaicjEmpaet. the large expenditure of funds on antipollution projects, 
along with the other dislocations caused by environmental control? (e.g., 
reallocatlons of Investment in RiD funds, technological constraint s), can 
have substantial consequences on specific Industries and a broad impact on 
the economy as a whole. While direct pollution abatement expenses are 
concentrated In a few Industries -- primary eetals, chemicals, pulp and 
paper, oil, and electric utilities   the increased costs of energy, 
transportation, and raw materials passed on by these and other affected 
industries are reflected throughout the economy.

In a report prepared by Data Resources Incorporated (DRIj for the EPA and 
CEO., The Macroeconoqic Impact _of Fejeral^ Pojluj^on Control Programs, 1976 
Assessment, Incremental pollution control expenditures were found to have 
three principal effects on the U.S. econoayi

1. 'The inflation rate has been rude higher."

2. 'The real level of economic activity has teen stimulated by the 
increased investment resulting from the req\treaents, but by 1981 the 
Impact Is exoected to become negative, as .he reduced productivity 
and higher Inflation taXe their toll."
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3. "Employment opportunities are found to be greater throughout the 1970 
to 1986 period. Jobs are created in the pollution control equipment 
and construction supplying industries as well as in naintaining and 
servicing the additional equipment."

with regard to the projections of higher rates of domestic inflation the 
report states that:

'The incremental pollution control expenditures have contributed to 
inflation by imposing higher production costs on firas which are passed 
through directly and indirectly into higher product prices. The higher 
costs stem from two sources: (1) unit labor costs are raised, as 
additional Maintenance and operation staff must b« employed, vith no 
resulting increaent in output; (2) investment requirements to produce a 
given unit of output are also raised by the aandated pollution-related 
expenditures. By 1986, wholesale prices (on the commodity basis) will be 
4.2 percent higher than they would have been without these incremental 
expenditures. This translates into an average change of 0.3 percentage 
points per year."

Everything else being equal* economic dislocations of this magnitude would be 
likely to have a measurable ispact en trade. In the DRI study it was stated 
that:

'The iapoct of tin* pollution abatement requircsents on the U.S. trade 
balance rtfleets the combined influence of many factors. Higher domestic 
prices sc.vc to put U.S. goods at a competitive disadvantage in our 
export aarkets, while making imports relatively more attractive. In the 
earlier years, the higher doneotic investment also works to increase 
Import deaandj. Later on, the reversal of the real CNP results partially 
mitigate this influence. The full nodel sisulation indicates that real 
lapoct* else to a peak of 3.3 percent higher then taper off to 0.9 
percent above by 1986. Real exports fall to 0.8 percent below what they 
would have been without the incremental antipollution expenditures."

The DRI study goes on to analyze the effects of various Governmental policy 
responses and alternate levels of antipollution expenditures. In each case, 
however, inflation is higher than it would have been without the incremental 
pollution control spending, and the trade balance is worsened by reduced 
exports *nd increased imports. Although subject to the normal llaitations of 
econometric analysis and questions about the asstraed levels of specific 
variables, this study supports the assumption *.hat cirrent levels of 
antipollution spending can. In isolation froa offsetting international 
actions, lead to a small but noticeable deterioration in U.S. foreign trade.

Pollution Abatement Abroad. A major consideration in analyiing the true 
impactTof Federal environmental control regulations on U.S. trade, however, 
is the extent to which our aajor trading partners and/oc coapetitors Impose 
«imil«r regulations on their industries, while generalizations are difficult 
to aake, it does appear that, at least among the OBCD nations, the response 
to pollution problems aoroad is Increasingly similar to that -. the United 
States. In the less developed nations, on the other hand, pollution control 
still has a much lower public priority in relation to concerns foe economic
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growth. These nations tend not to be as important trading partners, however, 
and great differences in other factors such as labor costs, government 
subsidies, etc., would probably overwhelm production cost difference* 
attributable to differing pollution regulation*.

A number of general observation* are apparent in looking at the pollution 
program* of the developed countries. First, it should be noted that air and 
water pollution In Japan and OBCD countries In Europe is as bad as or worse 
than in the United States, and that there is a broad and growing awareness of 
the problem. Secondly, these nations for the most part have appropriate 
institutions and regulations to approac. these problems at a level comparable 
to the United States. Perhaps moat important, all member* of the OBCD 
ascribe in concept to the "polluter pays principle", which require* that the 
cost* of pollution abatement measures be borne by polluters, not 
government*. ThU measure was agreed upon by OBCD members in 1972, 
specifically to prevent trade distortions which could have resulted if 
pollution costs were paid by industry in sc«« countries but "subsidized', in 
effect, elsewhere by government*.

Data from which quantitative comparisons of various countries' private sector 
antlpollution expenses can b« made are incomplete. Pro* the data availtble, 
however, it appears that U.S. firms, on average, spend more for pollution 
control than most other major nations, vith the exception of Japan. The 
following estimates were included in the 1979 OBCD report. The State of the 
Environment i

Investment by Private Sector in Controlling Pollution 
Selected Countries, 1975

% of COP t of Private Investment

United States 0.44 3.4
Japan 1.00 4.6
Denmark 0.17 0.9
Finland 0.22 0.9
rranc« 0.28 1.4
Germany 0.32 1.9
Netherlands (1974) 0.34 1.9
Norway 0.22 0.7
Sweden 0.19 1.1
United Klngdon 0.29 1,7

These figures are fairly rough estimates which may not be completely 
comparable due to variations in statistical procedures. They also do not 
include the complete range of direct and Indirect costs associated with 
pollution expenditure*. Nevertheless, they indicate that, while foreign 
expenditures tend to be lover on average than in the united States, they are 
still substantial. Some of the differences may have narrowed further in mort 
recent years due to the effects of newer and stricter regulations coning on 
stream abroad. However, some country-to-country variation will probably 
always be maintained simply because the severity of pollution differs among 
these nations based on climate, geography, population and Industrial 
densities, types of Industry, etc. It Is interesting to note that the
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apparently high level of pollution control expenditures In Japan did not 
prevent that country from having the largest positive trade balance in 
Manufactured goods trade in the world in 1975, and every year since.

Private Sector Views

B/ virtue of being an Indirect export disincentive, the effects of pollution 
abatement regulations have not been Mentioned In great or specific detail In
 any private sector responses related to this study. More frequently
 entloned in these responses, and widely discussed elsewhere, were concerns 
about the costs of government regulation In general, air and water pollution 
regulations in particular, and their subsequent effects on Inflation and 
ultimately on international competitiveness.

Specific industry objections to antipollution regulations included concerns
 bout the exact level of individual standards and questions about the 
scientific basis on which they were determined. This was a most important 
concern in instances when small increments of additional pollution control 
became increasingly more expensive to attain.

Concerns have also been expressed that lawmakers and regulators do not 
consider the Indirect costs associated with given standards and/or
 tthodologles, which nay lead to significant productivity losses or other 
Inefficiencies. Furthermore, regulations In one area may conflict with other 
regulations or priorities, such as in cases when they lead to Increased 
energy consumption or a switch from domestic to foreign energy supplies.

Aside from the technical Merits and cost effectiveness of the regulations, 
frequent complaints were voiced by businessmen over the administration of the 
standards, taong these were the difficulties and costs arising from rapidly 
changing standards, short lead times given to Implement standards, and long 
delays in receiving permits or other necessary approval for projects whl^h 
may tie up large amounts of capital and other resources.

Many suggestions were also frequently heard for reducing the costs of 
compliance with pollution abatement laws. In general, industry favored More 
rigorous cost-benefit analysis before setting or raising standards, taking 
into account a vide range of indirect costs, and then having a greater degree 
of flexibility In achieving the necessary levels of environmental, quality. 
Business also strongly favored regulatory reform to clarify and simplify 
regulations, eliminate overlapping or contradictory regulations, and 
generally reduce the paperwork and administrative costs associated with 
attaining given standards.

Labor groups, on the other hand, voiced strong support for pollution 
regulations as they exist, and did not think it appropriate, or necessary, to 
adjust them due to foreign trade or other economic considerations. They were 
concerned, hovever, that groups opposed to strict environmental controls 
would use these Issues to weaken antlpollutlon programs.
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Corrtnt Status and Cent i nu1ng Developnents

In summary, «ir and water pollution Abatement costs appear to add to producer 
costs In the United States   probably to A greater extent than in most other 
developed countries. Assuming all other costs of production to be equal, 
th*«e relatively higher costs could make U.S. industry less competitive In 
world market* and, therefore, act as a disincentive to U.S. export*. 
Bomver, there 1* little actual evidence that these comollance costs alone 
have been a significant determinant of international trade flows.

Furthermore, a complete analysis of the economic costs of pollution abatement 
requirements should Include at least a qualitative description of the 
associated side benefits such as lower health care cost*. Then the costs 
must, of course, be weighed against the vide range of frequently intangible 
benefits which these laws help to achieve in improving the overall quality of 
our lives.

r> benefits and goals of pollution control regulations appear to bv of such 
overriding Importance that removal or significant relaxation of environtental 
standard* is not a likely response to their economic costs. There are, 
however* possible means by which their inpact on the econony, and 
particularly on U.S. foreign trade, may b-a reduced* These processes 
generally fall under tvo main categories: regulatory reform, and the 
harmonlxatlon of international environmental standards, which are ongoing 
efforts by the United States Government.

Regulatory Reform. The costs of compliance with environmental programs can 
frequently be reduced by such measures as removing dupllcative or 
contradictory regulations, speeding up licensing proceedings, or other 
practices that add to the efficiency or flexibility with which given 
standards are attained. This has been an ongoing practice which has been 
given increased emphasis by the Administration in recent years. For example, 
the Regulatory Council, the Regulatory Analysis Review Group, and other 
group* vltnln the Government have been established for the internal analysis 
of regulations and administrative procedures. Efforts have also been 
initiated In recent yeare to analyze tut total Irapact of Federal regulations 
on the economy as a whol<, as evidenced by the previously mentioned DRI study 
for the EPA and CEQ, and Internal studies and measurements by these and other 
agencies.  

A number of major actions recently have been impleaented or proposed by th« 
BPA to reduce the cost of compliance with air and water pollution abatement 
programs. One *xample is the "Bubble Policy* which allows existing sources 
of air pollution to propose alternative mixes of controls that would achieve 
the required emissions reductions at lower cost. Preliminary evidence 
indicate* this program win enable such sources a* petroleum refineries and 
chemical plants to reduce control costs by millions of dollars each year.

Another example Is the EPA proposal to consolidate and streamline processes 
for issuing permit* under five separate program* including the National 
Pollution Discharge Elimination System, the hazardous waste management 
program, the dredge-and-fill program for wetlands, the underground injection 
program, and the Prevention of Significant Deterioration permit program for
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clear-air areas. The new procedures will, according to the EPA, close permit 
loophole*, provide greater consistency and pro?ran integration, reduce the 
paperwork and Man-hour* required to prepan and process applications, and 
Improve applicant* 1 understanding of the permit process.

International Hatmoniaition. The harmonization of international environmental 
 tandards is also an ongoing process that can eventually Minimize the impact 
of pollution programs on international trade. The Congress recognized the 
need for harmonization in the 1972 Amendments to the Federal Hater pollution 
Control Act (P.L. 92-500), The declaration of goals and policy, expressed In 
Section 101 (c) of that Act, requires the President to work In cooperation 
with other countries to develop sUilat pollution standards. The Act further 
requires the President to undertake to enter into International agreement* to 
obtain uniform standards on pollution control.

Other countries share the U.S. concern about the potential adverse effects on 
trade of differing pollution control policies and have been working actively 
to develop coordinated policies. The adoption of the polluter-pays principle 
by all OS?D members In 1972 was a major step In this direction. However. 
much work remains in the area of harmonization, particularly with the 
developing nations, efforts which encourage all countries to bring their 
environmental standards in line with thoso of the ax>st advanced nations could 
improve the world environment and reduce the economic penalties that might be 
Imposed on the countries with the highest standards.

tOXIC SUBSTANCES CONTROL ACT

Definition^ the Potential Disincentive

Compliance with regulations associated with the Toxic Substances Control Act 
may have a negative impact on. U.S. exports by increasing the production cost* 
of some Items.

Statutory Authority and Policy Objectives

Over the years Congress has passed a number of laws dealing with various 
aspects of toxic and hazardous substances control, for example, the Clean 
Air Act of 1970 and the Federal water pollution Control Act provide for 
national standards to limit harmful gaseous, pacticulate and effluent 
discharge* into the air and w«ter. The Occupational Safety and Health Act of 
1970 was designed to control worker exposure to potentially hazardous 
 ubstances In the lob environment. The Federal Hazardous Substances Act 
provides for the regulation of consumer product* considered to be toxic, 
corrosive, flammable, or otherwise hazardous.

These law« seek to protect the health and safety of the public bj regulating 
product** byproducts and discharges known to be hazardous or toxic if 
uncontrolled. However, they do not provide (of systematic mechanisms to 
Identify and control new, potentially hazardous substances before such
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substance* reach workers and consumer*. Ac a remit, the Toxic Substance* 
Control Act or TSCA (public Law 94-469} IS U.S.C., et *eq.) was passed In 
197* to ensure that adequate preaarket testing of new chemical sub*tances be 
don*, that comprehensive aesessnent of their potential risks be made, and 
that potentially hatardou* chemicals be controlled fron the production phase 
onward where necessary.

Administration of Regulations

The Environmental Protection Agency (EPA) is responsible for the 
administration of the TSCA. Using company reports, EPA has compiled an 
Inventory list of chemical substances currently produced or Imported for 
coiamerclal purposes. Manufacturers and importers must make prior 
notification to EPA of their production of new chemical substances not listed 
on the inrentory and of significant new uses of certain chemicals.

Under certain condition*, EPA may requlrt manufacturers to conduct test* to 
evaluate a chemical's hazards. Zf a new or existing chemical substance is 
found to present an unreasonable risk to health o. the environment, the EPA 
stay prohibit Its manufacture, sale, use or disposal} regulate the way It Is 
manufactured or processed] set production, processing and distribution 
quotas) establish quality control measure*! require labeling; and control 
dlsposft.'.

The TSCA specifically exempts from most of its provisions any firm's chemical 
products that are produced solely for export and are clearly labeled a* 
 uch. However, EPA is authorized to override this exemption if it find* that 
such a product would cause or contribute to unreasonable ri*k to the health 
of people in the United States or to the U.S. environment. The actual 
significance of the export exemption and of EPA 1 * exemption override 
authority depends on the particular chealcal Involved. Zf a chemical Is 
hazardous in the initial manufacturing or processing stage*, it will be 
controlled by BPA whether exported or sold doaestically. However, If the 
risk* lie in the uses of the chemical, it may in many case* be manufactured 
domestically and exported. {Note: This aspect of the Act is more fully 
discussed in the hazardous substances section of Chapter 7.)

The TSCA Is applicable to manufacturers. Importers and procetsor* of 
chemical*, *o all providers of chemlcalj to the U.S. market must comply with 
it* provision*. However, taall businesses are exempted from certain 
reporting requirements under the Act. In addition, any company may apply for 
an exemption permit from specific regulations, based on the possibility of 
undue hardship. Chemical* csed only for research and development purposes may 
also be exempted from regulations. Pesticide*, drugs, tobacco, and nuclear 
and munition* material* are regulated under separate legislation.

Zn 1J7S, prior to the Act's passage, EPA estimated the costs to Industry of 
10CA implementation at $80-140 million per year, while the Chemical 
Manufacturers Association estimated them to range from $3(0 million to $1.3 
billion per ytan GAO estimated yearly costs of $100-200 million. EPA i* 
working to rtflne its early estimate*, and believes that the annual co*t of 
TKA implementation will fall much closer to EPA's estimate than to that of 
the CNA.
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Ont cost already looted on chemical manufacturers and Importers was the- 
requirement to prepare an Inventory of chemicals In commerce. This effort 
Involved one-time administrative costs associated with gather ing and 
preparing the necessary data. Future costs will be related to the fact that 
  firm that develops a new commercial chemical or a new use for an existing 
chemical mist submit to EPA, before production can begin, a premanufacturlng 
notice including considerable data on the chemical. Us uses and marketing 
and potential risks involved. ThU requirement will Involve some expense to 
the firm however, submission of the premanufacturing notice does not insure 
that EPA will not act to require additional testing of the chemical or to
pre?er,«: its manufacture. *
The Act explicitly states that manufacturers should be responsible for 
developing adequate test data on chemical substances. Consequent-y» chemical 
firm* may change the methods, extensiveness and direction of their research 
an<S development, and letting and marketing activities in order to avoid 
possible liability and regulatory problems.

Clearly the chemical industry will be the most heavily affected by the Toxic 
Substances Control Act. The Act's implementation may increase chemical 
production costs because of consequent intensified toxicologlcal testing* a 
kmalltr proportion of new chemicals being offered for marketing, data 
gathering trid preparation of preaanufacturing notices, potential lost sales 
due to longer delays between the development and marketing of a new chesical 
or new use, and additional administrative costs.

Concern has also been expressed that the regulations could possibly lead to 
fewer new chemicals and uses being developed and marketed   a potentially 
serious development in an industry whose expansion Is tied to Innovation. 
This could, in turn, affect supply and price structures both in the chemical 
industry and in chemical-using industries that produce such items as 
textiles, food, rubber and plastic products, building materials and paper. 
To date, the fear that TSCA regulations will have a negative Impact on 
Innovation In the chemical industry has not been borne outj numbers of new 
chemicals coming on the market do not seen to have changed since the 
premanufacturlng notice regulations have been in effect. However, their 
Implementation is fairly recent. Another consideration it that toxic 
substances control regulations could lead to the development of chealcals 
that are safer In terms of human health and the environment, which could 
provide net long-run stvlngs to industry and to society. Thus, while there 
viU clearly  * some redirection of iturovatlon as a result of the TSCA's 
implementation, the net overall effect (positive or negative) of the 
^direction is not yet known.

Chemical Industry exports are Important to our foreign trade   chemicals ace 
4 major export category and a positive net contributor to the trade balance. 
Indications art that the U.S. industry will continue its strong performance 
in both domestic and export narkcts, with tht present high world demand for 
chemicals expanding further as new chemicals and chjmlcal uses are 
introduce. Khlle the U.S. chemical Industry faces new reiuiatory control, 
vith som* attendant costs, foreign chemical Industries -* including most 
significant U.S. chesical export ctapetitors " af* Mt exempt from such 
controls and costs.

0-80-13
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It is not possible nov to accurately gauge the cost lapacts that toxic 
substances regulations may have on the U.S. cheaical Industry and. In turn, 
their effects on U.S. competitiveness In international markets. The TSCA was 
enacted recently, sone Implementing regulations have not yet been finalized, 
and private sector cost data are not available.

Private Sector Views

rev specific conaents related to the potential export effects of toxic 
substances regulations were included in the private sector responses to the 
Federal Reqlnter notice on export disincentives. Private sector consent* did 
not identity TSCA regulations as creating any major problems in export 
efforts, production cost effects due to government regulations were briefly 
 entloned as a general problem to be addressed via regulatory refers.

Suggestions for overall regulatory reform made by various private sector 
group* in the past have included considering sore alternative scan* of 
meeting   regulatory goal, and giving greater weight to the private sector 
co*u of regulations in relation to the likely benefits. Business would also 
like regulations to be note straightforward and understandable, to involve a 
minimum of private sector paperwo.-k anj reports, to be reviewed periodically 
for effectiveness and to be applied in a timely fashion. Some business 
representatives stated that they established or expanded production plants 
abroad to avoid long delays in getting agency approval of new products, 
particularly chemicals controlled under the TSCA. Another area of concern 
was overlap and conflct among different agencies' regulations and 
requirements.

In it« general consents on potential export disincentives, the ATL/CIO 
strongly supported domestic legislation promoting safe products, worker 
health and other social goals, and urged the Executive Branch to effectively 
implement those laws. The federation stated that those domestic goals should 
be given primary consideration, and that export promotion should not be used 
as an excuse to weaken the la's.

Current Status jtnd Continuing Peyelocnentat

The Administration has taken a number of steps toward regulatory refers to 
address business problem* with CPA's regulations and to help reduce their 
costs. ?n the process of iaplesentin? regulatory reform, the potential 
export effects of EPA actions are considered by decision makers. To the 
extent that these reform actions lead to lower cost burdens on the private 
sector, export competitiveness <uy be benefited.

EPA developed a Peg-ilatory Alternatives Checklist to ensure that program 
office* consider early in the regulatory process all feasible alternatives 
permitted under enabling statute-*. In the proceis of developing regulations, 
EPA routinely assesses costs and economic iapjcts, and publishes the result* 
of these studies* In addition, EPA 1* training writers to develop 
regulations that will incloie ^lans, formats, and procedures for evaluating 
effectiveness on a continuing basis, with a formal review within five years. 
A plain English project to icprcve regulatory writing has also been
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Instituted. These activities should particularly benefit the toxic 
substance* control program, since aany of Its isplementlng regulation* are 
still fit the draft or proposal stages. One specific measure that has already 
been taken it the streaallnlng of TSCA preaanufacturlng notice requirement*, 
to rttaln essential information while reducing estimated reporting coats by 
50-75 ptrcent compared to the original proposal.

EPA Is a ne«ber of the Interagency Regulatory Llalscn Group (IRIvG) foraed to 
coordinate the activities of Chose agencies with responsibilities to protect 
the public against toxic substances. The IRLG publishes a document titled 
 Hazardous Substances" and the periodical "Regulatory Reporter", both of 
which provide a detailed summary of actions each agency has taken and Is 
planning to take on specific substances, in which two or mure of the agencies 
sre interested. XRLC also established a work group to prepare toxlclty 
testing guidelines that would generate data acceptable to all IRt£ arsncies, 
IRLG published a document on scientific concepts and Methods for the 
identification and evaluation of substance* that light pose a risk of cancer 
to human*, in Addition, agencies hav<- coordinated their regulation* on the 
Manufacture of chlorofluorocarbona used as aerosol propellants, an area in 
which EPA was inquired to take action nr.d«r the TSCA,

EPA has been working with other countries to develop an Internationally 
consistent approach to the regulation of toxic substances through the 
Chemicals Frogran of the Organization of Economic Cooperation and Development 
(01CD), which Includes awst of our sajor chemical trading partners. The OBCD 
Chemicals Testing Prograa has developed testing guidelines covering health 
and environmental effects, general principles of good laboratory practice, 
the concept of Mutual acceptance of data, and a alntmom pre&arket set of data 
for notification and screening purposes. All of these elements, which are 
generally recognized as key factors ir». International harvonlzatlon of 
ch«Mlcal control, were endorsed by the environment ministers at a Paris 
Meeting of the OECo Chemicals Group in Hay 1980. The sinister* also 
recowended thetr fornal adoption by the OECD Council. EPA will, as lead 
O.S. agency in the OECD Chtatcals Prograa, continue to vork for further 
har»onizatlon in the updating c-f these and other elesents of chenlcal 
control. This effort will serve to reduce potential barriers to trade and 
equalize costs of coapliance with cheaical control laws of the various neaber 
state*.

CONSUMER PRODUCT SAT ETY ACT

Definition of the Potential Disincentive

Coapliance with product standards and regulations associated with the 
Contuner Product Safety Act oay have a negative Ispact on U.S. export* by 
Increasing the production costs of «oae itens.
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Statutory Authority and policy Objectives

Ovtr the p»t three decides, concern about th* potential hasatds of certain 
consumer products his resulted in several legislative Initiatives. The 
riammabl* Fabric* Act passed in 1953 provides for the regulation of wearing 
appartl and fabrics in order to protect the public against unreasonable risk 
of firs-related death, personal Injury or property damage due to excessive 
flimmobility of apparel and fabrics. The Refrigerator Safety Act of 1956 
requires refrigerators to have safety devices enabling their doors to be 
opened easily fro* the inside, to decrease the possibility of children being 
trapped inside and suffocating. The Federal Hazardous Substances Act 
provides for the regulation of toxic, corrosive, flaanable and other 
hazardous substances whose use or handling, or ingestion by children. Bight 
cajse substantial perdoaal injury or Illness. The Poison Prevention 
Packaging Act of 1970 provides for special packaging to protect children fro* 
 trlous injury or illness due to handling, using or ingesting household 
substances.

The widespread desire to Improve the effectiveness of the various consumer 
safety lavs and regulations resulted in the passage of the Consumer product 
Safety Act (Public Law 92-573) 15 U.S.C. 20Si, et seq.J In 1972. This Act 
established the U.S. Conturner Product Safety Connisslon (CPSC) and gave it 
numerous powers to marshal the resources of consumers, business and public 
agencies to reduc* the risk of Injury associated with the <    of consumer 
products. The Act also transferred to the CPSC the responsibility for 
implementing the four laws described above.

Administration of Regulations

The CPSC participates with Industry to develop voluntary product safety 
standards, and may also establish mandatory standards uhere an unreasonable 
risk of injury exists, to cover the performance, packaging, labeling or other 
aspects of a consumer product. Where a substantial product hazard exists, 
the CPSC can order the manufacturer, distributor or retailer of the product 
to notify purchasers of the hazard, or to choose between repairing or 
replacing the product or refunding its purchase price, where an Imminent 
hazard exists, the CPSC can obtain a court order for immediate action. The 
CPSC c*n ban * consumer product if no feasible safety standard will 
adequately protect the public fron unreasonable risk of injury.

Tobacco products, vehicles, aircraft, vessels, drugs, and food products 
covered under other laws are exempted from CPSC regulations. Importers have 
the same responsibilities as domestic manufacturers, and foreign products 
that do not meet CPSC regulations may be refused entry Into th« United States.

Consumer products which are Intended solely for export and are clearly 
labeled as such are exempt froa compliance with th« Act. A 1978 amendment to 
th« Act requires exporters of products not In compliance with CPSC standards 
to notify the CPSC at least 30 days before the scheduled exportation. The 
CFSC notifies the government of the country that is to receive the products, 
so th» country may make an informed judgment about whether or not to admit 
th« goods. Exporters are required to provide the CPSC with only on*
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notification pec year (or each series of ship-sent? of good* bound foe the 
same country. It should b« noted that the export notification requirements 
of tht CP9C and tone other regulatory agencies have generated substantial 
controversy, and have been considered by a special interagtncy group working 
on hazardous substances export policy. (This aspect of the Act Is discussed 
 ore fully In the hazardous substances section of Chapter 7.)

Tht costs of compliance with CPSC regulations vary depending on the actions 
required by each regulation. They aay include the costs of testing products 
for safety and compliance with standards] developing alternate product 
design, composition, finish, etc., where existing specifications are 
deficienti changing production lines to make acceptable alternative productsi 
adding necessary labeling; notifying the public; collecting, repairing, 
replacing or refunding products that pose a substantial product hazard) and 
any lost future sales If the manufacture of the product Is banned.

Cnder the Act, the CPSC is required to aake findings concerning, aaong other 
things, the probable impacts of proposed standards upon the cost and 
availability of affected products, and alternate means of achieving the same 
objectives with less adverse effects on competition. CPSC regulations also 
require submissions recommending standards to provide Information on the 
impact on International trade. In setting standards, any existing 
International standards are also considered by the CPSC, as required under 
agency regulations and under the Trade Agreements Act of 1979. As noted 
above, goods that have never entered domestic commerce generally may be 
exported without compliance with domestic standards, although notification to 
the Agency is required for non-complying goods. On the whol^, vhile CPSC 
regulations may add somewhat to product costs, the available evidence 
Indicates that product safety standards have probably had only minimal, if 
any, Upact on U.S. exports.

Private.Sector Views

Host business cements (expressed in replies to the Federal Register notice 
and at the private sector conferences) that discussed government regulations 
mentioned associated production cost increases as a general concern to be 
addressed via broad-bused efforts at regulatory reforn. One respondent did 
Identity CPSC regulations specifically as creating problems in exporting. 
That company felt that CPSC export notification requirements were unduly 
burdensome to exporters and offensive to foreign governments, and would only 
encourage companies to manufacture and assemble their products overseas. The 
respondent also suggested that U.S. standards be based on existing 
international ones where feasible to minimize differences between U.S. and 
foreign standards.

In Its general comments on potential export disincentives, the Art/CIO 
strongly supported domestic legislation to promote safe consumer products, 
and urged the Executive Branch to effectively implement ^e law. The AFL/CIO 
stated that consumer product safety should b« given primary consideration, 
and that export promotion should not be used as an excuse for attempts to 
weaken th« consumer protection provided under the law.
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Current Status and Continuing D-evelopients

The Administration has taken a number of steps toward regulatory reform to 
reduce concern* businesses hive with CPSC's regulations and to help iilnlmize 
the costs associated with then. In the process of implementing regulatory 
reforx, the potential export effects of CPCC actions can be considered by 
decision makers. To the extent that these refora actions lead to lover cost 
burdens on the private sector, export competitiveness nay be benefited.

The CPSC has worked together with the private sector in voluntary standard 
setting efforts to avoid, where appropriate, the us« of mandatory standards. 
It has expanded programs to simplify the language of its standards and 
regulations, to distribute notices to industry groups and contuners on a 
direct and widespread basis, to consider public conaents when setting its 
action priorities, and to involve industry groups and consumers in all phases 
of its actions.

The CPSC is a member of the Interagency Regulatory Liaison Group (IRLG) 
formed to coordinate the activities of those agencies with responsibilities 
to protect the public against toxic and hazardous substances. The IRLC has 
been working to amplify hazardous substances regulations, prepare uniform 
toxicIty testing standards and guidelines, and develop unifora policies for 
the identification, assessment and control of potential carcinogens. 
Agencies coordinated their regulations on the use of chlorofluorocarbon 
aerosol propellants in certain products, and have worked together In the area 
of asbestos hazards.

CPSC export notification requirements ace mandated by statute, at are those 
Implemented by several other agencies. In order to address the controversy 
surrounding various export notification and export control regulations on 
products generating health, safety and environmental problems, an interagency 
Hazardous Substances Export Policy wonting Grouv was foraed twr years ago. 
Chaired by Esther Peterson. Special Assistant to the President for Confiner 
Affairs, the 24-agency working Group has sought to develop a consistent 
export policy for such products. The working Group has affirmed Its 
awareness that excessively restrictive li&itations on the export of products 
which a foreign country «ay decide it needs could place U.S. finis at a 
competitive disadvantage and undermine foreign buyer confidence In the 
reliability of U.S. firms as suppliers. Export impacts are being carefully 
considered by the Working Group, which is expected to release a final report 
on a hazardous substances export policy at the sinswr's end.

OCCUPATIONAL SAFETY AND RFALTH ACT

Definition of the Potential Disincentive

Compliance with standards associated with the Occupational Safety and flealth 
Act may have a negative ixpact on U.S. exports by increasing the production 
cost* of some itens.
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Statutory Authority and Policy Objective*

Prior to 197o, a number of United safety standard! had been published under 
authorities In various lavs such as the Service Contract Act, Construction 
Safety Act, Art* and Humanities Act, and Longshore Safety Act. Also, the 
Department of Labor had certain safety and health responsibilities under the 
Walsh-iealey Act. Congress passed the Occupational Safety and Health Act of 
1970 (Public Law 91-596) 29 U.S.C. 651, et seq.) in order to help reduce the 
number and severity of work-related injuries and Illnesses. It provides for 
uniformly applied Federal occupational health and safety standards. Federally 
approved State government health and safety programs, and related research, 
education and training. The Act is administered by the Department of Labor's 
Occupational Safety and Health Administration (OSHA).

Admlnistrailon of Regulations

OSHA regulations set standards on unsafe or unhealthy working conditions, 
worker exposure to toxic and hazardous substances, certain on-the-job 
services (fire protection, medical care, sanitation), and record-keeping and 
other administrative procedures. There are nationally applicable 'general 
industry standards,* and separate but similar regulations for the 
shlpplng/longvhorlng, construction, and agricultural sectors. Mining 
operations are regulated by a different agency under separate legislation and 
will not be discussed here.

Under the Occupational safety and Health Act, OSHA operates a variance 
program which allows employers to use alternative, r.on-standard methods to 
comply with an OSRA requirement, provided that worker protection Is not 
diminished and the alternative method is approved by OSHA. The variance 
program la applicable to existing specification standards, which are 
primarily design-oriented safety standards.

The cost impacts of OSHA regulations include capital costs where existing 
plant facilities must be retrofitted or equipment replaced in order to meet a 
new safety or health standard. Private, sector costs associated with 
individual OSHA standcrds vary greatly, ranging from, for example, $111 
million pet year for the inorganic arsenic standard to perhaps more than $1 
billion per year for noise control, based on eatly OSHA estimates. Host OSHA 
safety standards have been in force for several years now. so the essentially 
one-time capital costs of compliance with respect to plant safety (e.g., 
installing machinery guards) have generally already been met. Future OSHA 
standards actions and resultant private sector costs are likely to be mainly 
in th* environmental and health area* potential occupational haxards related 
to carcinogens, radiation, noise, etc., are continually being uncovered and 
tend to be rather expensive to control.

According to McCraw-Hiii surveys, actual capital costs for safety and health 
purpose* have varied considerably froa year to year, depending partly on the 
deadlines for compliance with new OSHA standards. The survey* Indicated, for 
example, that capital costs were about $4.3 billion In 1978, $2.9 billion In 
X979, and ate projected to total about $3.7 billion in 1980.
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Compliance with OSHA regulations also requires ongoing maintenance, 
operational and administrative costs. However, a recent study of 46 major 
companies conducted by Arthur Andersen and Co. reported that the vast 
majority of the companies' safety and health expenditures would havt been 
incurred under their own programs even without OSSA regulations.

The expense of meeting OSHA requirements tends to be wore burdensome, on a 
cost per employee basis, for smaller firms than large firms. Firms with 
older plant and equipment tend to be more affected than those with newer 
facilities, since the older ones may be less efficient and safe, and the 
costs of integrating the^r equipment and system* with new machinery needed to 
meet standards may be higher. Companies whose work involves considerable 
physical movement, machinery or heavy equipment, chemicals, or raw materials 
processing are more heavily Impacted than firms such as banks or retail 
outlets whose activities involve few potential safety or htalth risks.

On the vhole, the private sector firms aost affected In cost terms by OSHA 
regulations tind to be primary manufacturing industries   those producing or 
converting basic materials. Their increased production costs due to 
regulatory compliance are generally .eflected in higher costs to the, 
companies processing those materials into finished goods. However, based on 
the lack of specific Peder aj^ JReg 1 ste^ responses, the production cost Impacts 
of OSHA regulations do not appear to have operated as a significant 
disincentive to exports.

One point that should be mentioned, however. Is the possibility that the cost 
of compliance with OSRA standards may be a factor in the transfer of formerly 
O.S.-based production facilities to countries with less stringent safety and 
health regulations. Som« plant relocations overseas that were apparently 
made to avoid the costs of complying with OSHA regulations have already taken 
place, mostly to less developed countries whose lack of an economic base, 
need to create jobs, and inexperience with hazardous Industries leads them to 
accept those industries. Obviously, overseas plant relocations might result 
in reduced O.S. exports, if the products of these plants were sold In the 
O.S. market this would alto Increase our imports, and If sold overseas this 
would heighten foreign market competition for O.S.-bated producer*. The 
extent of plant relocations overseas and the degree to which OSHA regulations 
influenced Jtclslons to relocate are, however, unknown and any estimate would 
b* speculative at this Juncture.

Frivate Sector Views

No specific comments related to the potential export effects of OSBA 
regulations were included in the business community responses to the federal 
Keqlsttr notice on export disincentives. Production cost Impacts due to 
government regulations were briefly mentioned as a general problem to be 
addressed via broad based efforts at regulatory reform. A 1979 survey of 
exporter* done for the National Governors* Association suggested that many 
exporter* believed OSHA and other Federal regulations to be a hindrance to 
product marketability, particularly when foreign competitor* did not face 
similar constraint*.
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Private ssctor comments on specific aspects of OSHA regulations madt In the 
past during agency rule~miktng proceedings. Congressional hearings and 
business conferences have centered around tvo basic criticisms: (1) th«t 06HA 
often sets unrealistlcally high standard* not justified by available 
scientific evidence, by technological capabilities, and/or by the increased 
worker protection that Might be provided in relation to the private sector 
cost* that would be incurred) and (2) that OSHA standards often specify swans 
of compliance which are jverly detailed, inflexible, excessively expensive, 
and not fully effective in providing ths desired worker protection.

In its submission on possible export disincentives, the AFt/CIO strongly 
supported domestic legislation promoting worker safety. The federation 
stated that domestic goals should be given primary consideration, and that 
export promotion was being used as "another excuse to undermine worker health 
and safety.*

Current Status and Continuing Developments

The Administration has taken a number of steps to address private sector 
concerns viti OSHA's regulations and to help minimize the costs Imposed by 
those regulations. In the process of Implementing regulatory reform, the 
potential export effects of OSHA actions can be considered by decision 
makers. To the extent that these reform actions lead to lower cost burdens 
on the private sector, export competitiveness may be benefited.

Following a Congressloral directive, OSHA reviewed its standards and In 1978 
revoked about 900 'nuisance standards.' OSBA has also rewritten a bloc of 
current standards into much shorter, simpler performance-oriented language to 
permit more flexibility In compliance and better use of private sector 
resources. OSBA has started employer ard worker training programs to reduce 
dependence on OSRA Inspectors. OSRA also has a pilot project using a 
labor-management committee to monitor workplace safety and health and to 
resolve disputes, which might avoid adversarial Interactions between OSHA and 
private firms, and reduce the use of costly OSHA enforcement proceedings.

With regard to health standards, OSHA Is a member of the Inter agency 
Regulatory Liaison Group (IRLG) formed to coordinate the activities of those 
agencies with responsibilities to protect the public against toxic 
substances. The IMC Ms been working to simplify hazardous substances 
regulations, prepare uniform toxlctty testing standarda and guidelines, and 
develop uniform policies for the identification, assessment and coitrol of 
potential carcinogens.

Whil« not directly aimed at exporting, these regulatory reform efforts should 
reduce the negative irpact OSHA regulations may have on the private sector's 
ability to compete in foreign markets, without compromising the attainment of 
tb* basic goals of the Occupational Safety and Health Act.
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CHAPTER 11. OTHER POTENTIAL EXPORT OISIHCEMTIVES

This chapter discusses three diffetent, potential export disincentives. The 
three are: cargo prtference requirements, ocean freight tate disparities and 
extraterritorial envlrorusental reviews.

CARGO PREFERENCE REQUIREMENTS

i
Definition of the Potential Disincentive

Cargo preference requirements reset, vc .* poition of U.S. Government, owred or 
concessionally financed Bantiiuc cargoes for stur*tenl on U.S. flag vessels. 
The reserved portion of preference cargoes can be shipped on foreign flag 
vessels, but only if the nreded ser.'ice cannot be supplied by a U.S. vessel 
or cannot be supplied by a U.S. vessel at fair and reasonable rates.

Cargo preference requirements could function as an export disincentive to the 
extent they reduce foreign sales of U.S. goods. Cargo preference 
requirements, however, increase the export of luritiee services. Shipping 
costs on U.S. flag vessels governed by conference agreements are identical to 
the charges on foreign flag vessels governed by the sane conference. Vessels 
not governed by a conference agreeaent do not necessarily charge the same 
rates, and it can occur that shipping costs on U.S. flag vessels say be 
higher than on foreign flag non-conference vessels. Consequently, the prices 
of U.S. goods delivered at foreign ports are higher if the goods are affected 
by cargo preference requirements and would otherwise b« shipped In a 
non-conference eesber vessel. Considering only the physical goods, higher 
prices i*ply lover sales, which in turn isply that cargo preference is an 
export disincentive.

Cargo preference aay not be a disincentive if the broader concept of exports 
of goods and services is applied. U.S. exports of goods nay be lower vtth 
cargo preference because delivered prices are higher by th« oaount of the 
disparity between U.S. and foreign flag shipping charges where a disparity 
exists. At the si=e tiae, however, U.S. service exports are increased 
because the United States supplies the transportation services. Since the 
 hipping cost differential, when it exists, is rarely if ever as large as 
foreign vessel charges, dropping cat go preference would increase service 
iaports nore than It would increase goods exports. Consequently, cargo 
preference restrictions are not an export disincentive if *net exports of 
goods and services" Is the definition to apply.

Statutory Authority and Policy Objectives

legislation. Non-cosserciai cargo preference has been established by 
legislative actions over the past 75 years, ginning in 1904, the Military 
Transportation Act specified a preference for U.S. flag vessel* in the 
transport of Arny and Navy supplies in direct support of Alter lean allltary
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establishment* overseas. In 1934, Public Resolution 17 required the use of 
U.S. flag vessels in the transport of agricultural and other product exports 
originating fro* loins aade by the Reconstruction Finance Corporation or 'by 
any other agency of the Government, unless the Maritime Administration 
certified to the lending agency that such vessels were not available as to 
'.number** tonnage capacity, sailing schedule, or at reasonable rates* 
Finally, the Cargo Preference Act, passed in 19S«, amended in 1961, and 
incorporated as an amendment to the Merchant Marine Act of 1936 under Section 
901(b)<l), provides that at least SO percent of the gross tonnage of 
government generated cargoes shall b* transported on privately owned U.S. 
flAg commercial vessels. This lequireaent includes procurement by the United 
States for its own account and the furnishirg of equipment, itaterlals, or 
commodities for the account of any forviyn -*Uon.

Purpose of Legislation. These non-coasercial cargo preference laws arc part 
of a larger group of legislation intended by Congress to preserve, to enhance 
and to Make competitive a merchant marine fleet for econoalc and political as 
veil as national security reasons. The legislation recognize* that U.S. 
vessel construction and operating costs are generally higher than equivalent 
foreign costs, and to achieve a desired level of maritime capability, a 
systen ot direct and indirect assistance to the maritime Industry has been 
provided. Direct assistance is extended via construction and operating 
differential subsidies; indirect assistance Is extended via cargo preference.

The difference between U.S. and foreign costs reflects, in part, a higher 
U.S. standard of living that is reflected in wage scales and material costs. 
Another component of the cost difference is attributed to the direct and 
Indirect assistance; provided by foreign governments to their ovn maritime 
Industries. The extent to which these foreign government programs affect 
U.S. versus foreign cost disparities is under continuing study. Many other 
 arttine nations, however, have siailar cargo preference laws for 
non*cc»ercial, government generated cargoes, as well as policies reserving 
comerclal cargoes to national fleet vessels.

U.S. International Agreements and Equal Access Arrangements

In contrast to cargo preference for U.S. Government owned cargo, th* United 
States has traditionally followed a policy of free coeaercUl access by 
vessels of all countries to all commercial cargoes. In recent years, 
however, the U.S. has exchanged memoranda of understanding with two Latin 
American countries establishing equal access arrangements that reserve some 
comerclal cargoes to national flag carriers. Additionally, the United 
States has an International agreement with the Soviet Union which reserves 
equal portion* of bilateral cargoes to U.S. flag and Soviet flag carriers.

These departures frco the traditional free access policy have bten justified 
as necessary to assure continued opportunities foi equitable participation In 
the affected trades by U.S. flag shipping. In each instance, the foreign 
government w»» prepared to or actually had restructured the competitive 
environment of its maritime trade. The agreements are generally viewed as 
the only effective means of maintaining a U.S. position in those particular 
transport markets.
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Administration of Regulation*

Mon-commtrcial cargo preference requirements generally affect one of four 
U.S. Government programs* Department of Defense (DOD) maritime shipments, 
P.L. 410 grants and loans* export-Import Bank loans, and AID grants and 
loans. The extent to which preference requirements function as export 
disincentives varies aero** the four programs, and is largely a function of 
tht budgeting/funding process followed by each program.

Department of Defense. Department of Defense maritime shipments represent 
 ort than one-half of all tonnag- affected by U.S. cargo preference 
restrictions. DOD is required to employ U.S. flag vessels to move cargoes 
intended for foreign Installations as well as cargoes that are part of the 
U.S. Foreign Military Credit Sales and Grant Aid programs.

The fundamental determinant of the level of DOD shipments Is the national 
security and foreign policy objectives of the United States. DOD budget 
allocations Incorporate any maritime transport cost differential expected to 
bt incurred as a result of cargo preference restrictions. As a result, it Is 
generally agreed that cargo preference restrictions do not affect the 
physical quantity of DOD shipments. There nay be an effect on the total 
expenditures needed to pursue selected DOD efforts, but not on the size of 
the effort itself. Consequently, cargo preference does not act a* an export 
disincentive In this Instance.

P.L. 480 Program. Under P.L. 460, agricultural assistance programs are 
composed of Title II grants for famine or other urgent relief assistance, and 
Title I sales of commodities to foreign governments that are financed by the 
Commodity Credit Corporation.

Title II grants, about one-third of the total P.L. 483 budget, are financed 
by an allocation to the Commodity Credit Corporation. The budget must cover 
the purchase and shipment of commodities intended for emergency relief. To 
the extent the Corporation i* required to employ U.S. vessels at higher cargo 
rates than foreign vessels, cargo preference does restrict the value of the 
commodity assistance granted under Title II. Whether this constitutes an 
export disincentive depends precisely on the definition dlacussed 
previously. It should be emphasized that Title II represent* the clearest 
illustration of th« problem because the total amount of funds to be expended 
is constant. Cargo preference in this instance increases goods and service 
exports compared to a no-preference situation, but reduces comrodlty exports.

The extent of any disincentive effect in the case of Title II shipments Is 
limited because nost Title II shipments are liner-sized consignments and not 
tramp or bulk vessel (I.e., full vessel) cargoes. Since liner operators 
serving tht U.S.   Including U.S. flag and foreign flag operators   are 
conference members, the same rate would be charged without regard to the 
registry of the vessel. Thus, eliminating cargo preference could reduce 
service exports without an offsetting Increase in export* of good*.

The effects of cargo preference requirements on Title I sale*, about 
two-thirds of the P.L. 480 budget, are virtually the same a* the effect* on 
Title Xt grants, although there is a difference in the way th* effects art
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registered. Under Title I, sties of agricultural commodities are made to 
foreign governments on concessional ter»s -- the repayment period 1* fro* 
twenty to forty years, end Interest rates are substantially below commercial 
rates, averaging only two to three percent, the foreign government does not 
ultimately pay the freight cost differential If higher freight costs are 
Incurred as   result of the U.S. cargo preference requirement. The foreign 
government mist Initially pay the freight charges, but after a delay of 
approximately three months, the Commodity Credit Corporation reimburses the 
forelgr. government fo» the amount of the differential. In 1918, these 
reimbursements totalled $83.1 million.

The cargo preference effects on Title X sales are different from Title IX 
only to the extent the foreign government purchases smaller amounts of 
agricultural commodities because It does not have or cannot borrow for three 
months the funds needed to pay A freight differential. Consequently, 
removing the cargo preference requirement might marginally affect commodity 
exports, but would reduce transport service exports. Further, the amount of 
the reduction would be the full cost of the transport, and not just the cost 
differential or the 90-day Interest charge on the cost differential.

Export-Import^ Bank. The Export-Import Bank makes direct loans, refinances 
export credits. Issues loan guarantees, and extends insurance in order to 
facilitate export sales of U.S. gocds rnd services. Exports resulting from 
Export-Import Bank loans to foreign entitles are subject to U.S. cargo 
preference requirements. The Bank does not reimburse the loan recipient for 
differential freight costs incurred as a result of U.S. cargo preference 
requirements.

The effects of cargo preference on U.S. exports financed by Export-Import 
Bank loans cannot be determined conclusively. The preferences raise 
delivered prices to the foreign borrower only to the extent that the foreign 
borrower would have been able to arrange for non-conference, non-U.S. flag 
carriers at lower rates and vould tend to reduce borrowing and thereby tend 
to reduce U.S. exports. The overall effects are not clear because the terms 
and conditions for Export-Import Bank loans are below private market 
conditions. Consequently, the foreign buyer must evaluate the potential 
purchase package. Including financing and freight* and compare the package to 
others that may be available. It is possible that in some cases differences 
In freight costs may be the deciding factor In evaluating U.S. versus foreign 
competitor concessional loan packages] In these cases the cargo preference 
requirement may reduce the potential for U.S. exports financed by 
Export-Import Bank loars. If there are no request* for loans and the Bank has 
excess loan funds available.

AID Programs. AID program areas affected by cargo preference requirements 
Include both grants and loans. AID grants to foreign countries are affected 
by cargo preference requirements in exactly the same way P.L. 480 Title II 
grants were affected when program size was fixed In dollars. The effects on 
AID loans, however, are more similar to the effects on Export-Import Bank 
loans.

AID loans are extended on the saae concessional terns granted to finance P.L. 
480 Title X sales. The difference between AID loans and Title I is that the 
AID budget does not Include reimbursement to the foreign government for
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freight differentials resulting fron cargo preference requireaents. (Out of 
a budget of over $800 Million per annua, approxbutel/ $30 million 1* used to 
pay for the higher costs of chipping on U.S. flag vessel*.) TO the extent 
that the AID loan budget is fixed, exports of goods vould be reduced. 
However, in this cast, as in the case of Title X sales, elialnatlng the cargo 
preference requireaent could reduce the export of total goods and services 
significantly store than exports of goods could be Increased.

Pr ivate Sector Vlewt.

In response to the federal Registei notice, sft& U.S. exporters stated that 
the cargo preference systea results in a loas of coapetitiveness. In other 
instances, U.S. exporters cited costly paperwork requireaents imposed on AID 
loan recipients as a result of cargo preference rules. Finally, exporters 
have asserted instances "where the foreign government ha* balked nt the 
resultant tender prices for material* due to the high cost of shipment on 
U.S. flag vessels."

Organized labor has expressed clear and unqualified support for the 
continuation of cargo preference, ana does not view cargo preference as a 
disincentive to U.S. exports. SiaiUtly, th« aantia* industry does not view 
cargo preference as a disincentive to U.S. exports.

OCEAN FREIGHT RATE DISPARITIES

Definition of the Potential Disincentive

The tera ocean freight rate disparities refers to the existence of different 
freight rates for the transport of cocjaodities does a United States port to a 
foreign port ccc$>ared to exactly the sa=« transport in the opposite direction 
for identical coxaodities. it also refers to different rates for transport 
of identical comodittes froa an alternative source country to * third starVet 
in coa?ari*on to rates paid by U.S. exporters, in both cases, if the rates 
are different* then a disparity exist*. To the extent that the disparity Is 
higher outbound froa the United States and adds to the cost of U.S. exports, 
it Is considered an export disincentive. A broader definition Includes 
different (usually higher* freight rates charged for the transport of 
sowwhat similar commodities froa the United States to a foreign country 
coipared to substantially th« sase voyage in the opposite direction. Such 
disparities could also act as an export disincentive.

Statutory Authority and policy Objectives

Legislation and Regulation. Legislation related to ocean freight rat* 
disparities includes several different acts and subsequent aaendaents to 
those acts, but the priaary legislation is the Shipping Act, 191$. The 
fedttoi Haritlae Coaaission traces its responsibilities in deteratning ocean 
freight rate disparities to at least three amended and original sections of 
the Act t Section 18(b)(5), Section 17 and Section 22.
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The Federal Maritime Commission is empowered to disapprove ocean freight 
rate* submitted by Individual carrier* or shipping conferences fron or to 
U.S. ports. Shipping conferences usually establish identic*! rates for all 
their Berbers   U.S. flag as veil as foreign flag members. Soae conferences 
also provide for the right of their members to charge different rates. 
Vessels not governed by a conference agreement do not necessarily charge the 
sa»e rate*, and It It sometimes the case that shipping costs on U.S. flag 
vessels ire higher than on foreign flag vessels. tnc Commission can 
disapprove rates It deems to be detrisental to the comnerce of the United 
States. H» regulatory jurisdiction covers cocoon carriers of all 
nationalities operating on foreign trace routes to and froa the United States.

The available evidence suggests that: (1) under the broader definition ocean 
freight rate disparities probably do exist, but under a very strict 
definition of what constitutes a disparity, they generally do not; (2) und^r 
both definitions, but particularly the stricter one. disparities are 
difficult to demonstrate; (3) where disparities do exist they indicate a 
reasonable application of the pricing principle of profit maximization or 
even Bonopolistic pricing in different (separated) markets; and (4) rate 
disparities make up such a small portion o( total export costs that they have 
little effect on export demand. The following discussion explains and 
analyzes these points sort fully.

Background. The Federal Government has regulated carriers serving U.S. ports 
since the early 1800s, througn cabotage laws restricting coastal shipping to 
U.S. vessels, cargo preference requirements, and through regulating the 
tariff practices of ocean cottaor. carriers on U.S. foreign trade routes as 
well as monitoring freight rates on liner cargoes with a view toward 
disapproving disparate rates.

At the end of World War it, the war-torn economies of Europe and Japan had 
little to export. Sine* space on outbound routes was at a premium In those 
early postwar years and space on the inbound routes was abundant, the 
eeononlcs of the situation necessitated maximizing revenues by charging 
differential rates   generally higher for the sore sophisticated 
Kanufactured products carried on the outbound routes than for the lower 
valued products carrled on the inbound routes. 11 is 1 ikely that this 
structure of rate* became prevalent in conferences serving the U.S. trades 
during the fifties and sixties.

The effects of traditional trade route rate structures since World War II, 
and supply and demand factors for cargo space in both directions suggest 
that. In general, U.S. exporters pay higher ocean freight rates than foreign 
exporters to the United States. Assessing these supply and demand factors 
for cargo space is very difficult, where there Is no cargo back to the 
United States on a return voyage, few observers, would argue that it U 
unreasonable for the carrier to offset nis losses by charging higher rates on 
the outbound leg of the voyage. This situation arose frequently daring the 
1974-76 period when OPEC countries were importing so heavily froa the United 
States, and non-oil carriers were returning empty fron that area. When, 
however, there is some cargo being transported in both directions, it U 
exceedingly difficult to assess whether principles of cost allocation are 
being applied reasonably. This added cost contributes to higher U.S. export 
prices or to a lessening of exporters' profits. These costs my contribute 
to discouraging some U.S. producers froa exporting.
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A Booz, Alltn *nd Hamilton study for the Department of Transportation, A 
Study_ofOceania, te-^PilsparUies (1978), analyzed this subject. It attempted 
to construct the strictest definU on of ocean freight disparities possible. 
By doing so, it, of course. Halted the number of staple commodities 
studied. Critics have argued that this limitation restricts the inferences 
that can be drawn froa this study. Nevertheless, its major conclusion 1st 
based on a sample of SI, 4-dlgit SITC commodities moving In signlfleant 
amounts In both directions on aie or »ore of the eight major U.S. routes, and 
possessing an equivalent value per ton (within IS percent), ocean liner 
freight rates ace 32 percent higher for conaodities outbound fro* the Ur.ited 
States than for similar Inbound cooaodltles.

Alternatively, a study o£ 44 alleged rate disparities by the Federal Maritime 
Commission found that higher rates were justified In 3$ cases. The 
Justification was based on the U.S. commodities having a higher value than 
inbound commodities. In fact, the FHC concluded that based on differentials 
In value it could be argued that U.S. exporters were being charged lower 
rates than could justifiably be charged.

Where ocean freight rate disparities do exist, their economic effects on U.S. 
exports are several, rirst, when freight rates are higher fro* the U.S. to a 
foreign country than rates for the saae goods when shipped fro» the country 
to the United States, this difference contributes to the cost of U.S. goods 
overseas and makes imports from the United States less cost competitive.

Similarly, all other things being equal, ifports to the United States that 
enjoy cheaper shipping rate* than U.S. exports will «njoy a higher demand 
than they would otherwise. The result may be a worsening of the balance of 
trade and, should enough of these disparities exist across a large enough 
range of U.S. exports, the result may be a worsening of the balance of trade, 
and a depreciation of the dollar. Given enough time such a depreciation 
could be a self-correcting mechanism, by increasing export competitiveness. 
However, the ancillary votserting of the terms of trade and additional costs 
to domestic Inflation (through higher import prices} are definite 
disadvantages.

On the other hand, the transportation costs of most exports are generally a 
small portion of the total costs of a conaodity and the freight rate 
disparity, if there is one. will be a small fraction of total transportation 
costs. Thus, the total effect on export costs and the effect on demand for 
U.S. exports is generally quite saall. There «ay be some exceptions for a 
few specific products. Second, in practice, the problem of determining ocean 
freight rate disparities Is, if not cwplex, one with many facets that 
requires a high level of expertise and specialization in the subject.

The Federal Maritime Counts*ion has the statutory authority to investigate 
and disapprove disparate rates established by individual carriers or 
conference*. The Commission has stated that its uny years of experience in 
dealing with disparities have shown that most disparities are cosmetic or 
superficial In nature and do not necessarily represent a real problem for 
exporters. One oajor difficulty lies in determining if the commodities for 
which there Is a question of disparate rates can be defined as the same 
commodities.
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In the past 3-1/2 years the Commission has attempted to acquire the means of 
focusing on those disparities which Involve genuine problem* by developing 
*nd operating a very detailed and complex data retrieval system on freight 
rate*, tonnage, etc. This system should offer sufficient refinement to 
deter «lne whether the commodities Involved are substantially similar. The 
Coa«la si on has also pledged to make more extensive use of its power* under 
Section 21, Shipping Act, 1916, which requires common carrier* to file 
reports with the Commission at the Commission's request without necessitating 
the procedural explication of a hearing. In addition, ft* the staff workload 
Of the Commission allots, they have instituted an affirmative action program 
investigating particular routes to identify the extent to which disparities 
generall ire present. Particular consideration is to be given to such areas 
as gene» freight increases to answer the following questions; (1) are they 
filed a the same level in both directions of a given trade) and (2) does 
this activity suggest that carriers or conferences are seeking to satisfy a 
neei for added revenue fron the American exporters on an imbalanced basis In 
relation to importers.

Freight Rate Disparities in Third Country Trade. The question of freight 
rate disparities to third countries from foreign countries is also 
occasionally studied by the FHC. On this issie. the Boot, Alien study 
contends that ocean freight rates paid by U.S. exporters are over 100 percent 
greater in the Sample constructed by Booz. Alien than those paid by exporters 
from an alternative source country to a third market. This conclusion was 
reached by constructing a aodel which hypothetically related carrier costs 
(on ships not actually serving those trade routes) to rates, third market 
rate disparities are especially difficult to identify because of a lack of 
access to foreign rate information. However, even if closer examination o* 
the model- constructed indicated controversial assumptions, it does slgru.1 
that this problem needs further consideration.

private

Convents from the pr tvate sector generally stated that ocean freight rate 
disparities exist. One exporter's view reflected the essence of these 
comnentst "U.S. business finds itself competing in world markets with foreign 
companies who are completely subsidized by their national government*, and 
flagrantly so. The irregular and non-coopetitlve construction of ocean 
freight rates in and of thcaselves puts the Merican manufacturer at a grave 
disadvantage. His foreign competition can transport a competitive product 
from the sane foreign point to the same domestic market in the V S.A. at much 
lower transport costs."

Current Status and Continuing Developments

New legislation is now before Congress to revise *nd clarify the Shipping 
Act, 1916, and related laws. S. 2585. the 'Ocean Shipping Act of 1980," 
would place mote eaphasis on shippers' exporters 'j complaints about rate 
disparities. The bill would have the Federal Mantirse Commission investigate 
complaints rather than initiate action on Its own.

67-iSr. rt - 80 -
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The bill also clarifies the Congressional intent of supporting a strong U.S. 
merchant Marine fleet. It restates that shipping conferences are exempt frco 
antitrust legislation and also exempts shippers* conferences.

Several agency representatives (who serve the businest comaunltyl believe 
that Increased education of exporters would enable them to explore the 
possibilities of obtaining freight rates through direct negotiation with 
carriers and conferences and obtain assistance from the Federal Maritime 
COM las loo ombudsman.

EXTRATFRRITORIXL ENVIRONMENTAL REVIEWS

Definition of the Potential Disincentive

A number of Federal agencies, pursuant to Executive Order 12114, 
Environmental Effects Abroad of Major Federal Actions, have adopted 
procedures delineating requirements for environmental assessments of the 
overseas impacts of their actions. The Executive Otder was Issued to clarify 
and consolidate the Government position on the extraterritorial application 
of U.S. environmental procedures. The Order Hatted the extension of U.S. 
standards abroad and required the implementing agencies to give consideration 
to a number of factors, specifically including international commercial, 
competitive and export promotion factors. However, these regulations nay 
still lead to son* added coats, delays, and restrictions on the export of 
soae products, and thus nay b« viewed as a potential export disincentive.

Policies, Regulations and Laws

Under the National Environmental Policy Act of 1969 (NEPAi, Federal agencies 
are required to consider the domestic environmental lepacta of major federal 
actions in their decision making. Executive Order 121U extended certain 
environmental assessment requirements to Federal actions which have 
significant effects on the environment outside the geographical borders of 
the United States. The Executive Order covers a*Jot Federal actions that 
significantly affect the environment of foreign nations and the global 
commons   areas not under the jurisdiction Of any nation.

Exempted froa the Order are Presidential actions, actions based on national 
security, intelligence activities and tries tc jisfers, some nuclear 
activities, emergency relief, and other actions. Export license* and permits 
are specifically excluded, but ExinbanV and other export financing is 
specifically included. Under certain circumstance*   e.g., conflicts with 
national security or foreign sovereignty   other U.S. Government actions may 
also be exempted feoa. the Order.

Procedures have been issued pursuant tu the Older by the Export-Import Bank, 
the Departments of state and Defence, the Overseas Private Investment 
Corporation, and the Agency for International Development. The Commerce 
Department was exempted from these requirements in issuing export licenses.
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These regulations are new and sose questions . imaln about their 
administration under various situation? and, therefore, their effect on 
exports. The regulations generally icposo the strictest requirements on 
actions affecting the global coxaons, and actions, involving specific types of 
products subject to strict donestic regulation, especially nuclear reactors 
and toxic substances. It it usually only in the CMC of the global conoons 
that an actual ispact stateoent aust be undertaken; otherwise, the 
requirements are generally ouch less burdcncone.

The largest potential inpact of the procedures on exports is on those 
financed through the Export-Import Band's direct lending program. Under the 
Bank's procedures two initial determinations ate required. One determination 
is whether the requested financing under the Exiabank's direct lending 
prog ran constitutes a "major Action". In determining whether or not an 
application consti-utes a "sajor action", the General Counsel nay consider 
the percentage of the project's total cost that Exiabank financing 
represents, the percentage of total financing for U.S. goods and services 
that would be covered by tie Exi»b«nk financing, th* function of *.he Eriabank 
financed project component in relation to the overall purpose and opera* Ion 
of the project, whether the project wui proceed without Exiabank financing, 
and the degree of control and responsibility that the Bank has over tlse 
planning and execution of the project.

The other determination is whether the Exi»bank financing aay have 
significant effects on the global cosasons, the envitonaent of third countries 
not participating in the project, or the environment of the host country 
where the project involves a substance strictly regulated in the U.S. because 
its toxic effects on the environment create a serious public health risk. 
Nuclear exports are covered by separate procedures ed»iniuteied by the State 
Departaent.

In the event that both detereination? ore positive, Exisbank would prepare an 
environmental iepact st*te*ent for projects affecting the global coonons and 
a concise environmental review for projects wMch affect any of the other 
areas subject to the Order. These documents would be used by the Bank's 
Board of Director* to consider environmental implications before acting on a 
request for financial assistance. As peraitted under the Executive Order, 
Exlabank's procedures also aiiow for the oodification of the procedures 
whenever tlae constraints or strong foreign coapetition for export sales 
exist.

The Exlab&nk's procedures enable tne Bank t>a take into account environmental 
considerations while sieultaneously allowing it to carry out its statutory 
mandate Ho ̂ provide ftoanc»*l suppytt for U.S. exports. Since September 4, 
1979 ~ th« effective date of the piocedures   the engineering and legal 
staffs of Exiabank have devoted ouch us* and effort to exMlnlng 
environmental considerations. Carefui handling of each transaction, hovever, 
has prevented a substantial increase in tl~e processing period for 
applications. The Bank has obtained environmental inforaatton fro* U.S. 
exporters and, to a lesser extent, frcn tne foreign purchasers theeselves. 
Th« Bank's experience to date suggests that the procedures should not 
adversely affect Cxiabank 1 * ability to provide export financing.
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Private Sector views

Initial private sector reaction to the regulations has been Mixed. 
Environmental organizations have argued that the Executive Order provisions 
art ineffectual and that National Environnental Policy Act requirements should 
be applied abroad. Hany companies and trade organizations, however, believe 
that 1.0. 12114 presents a fair and appropriate balance of national priorities 
and that compliance should not be overly burdensome. Host exporters believe a 
 ore extensive (and less flexible) extraterritorial application of NEPA would 
have a serious Impact on their ability to conp«te abroad.

Other companies have complained that procedures promulgated under E.O. 12114 
are vague, and some state that until oore experience is gained with them they 
will Interpret them quite strictly   even to the detriment of their overseas 
competitiveness. Hany groups are taking a wait-and-see attitude while 
analysing the application of the regulations on a case-by-case, 
agency-by-agency basis.

Several groups responding to the fejeral__ _jeg is te r notic* felt that, to the 
extent that the procedures cause modifications in the exporting process, 
delays, extra costs, or foreign resentment, the regulations will reduce U.S. 
competitiveness and shift exports to other countries. Organizations objecting 
to the unilateral nature of these U.S. regulations have suggested that their 
implementation be postponed until international or multinational agreements 
can be reached In this area to neutralize the impact on our international 
competitiveness. One respondent suggested that foreign country of destination 
standards should constitute an acceptable alternative to applying U.S. 
environmental standards overseas.

The AT /TIO, In Its submission, reaffirmed its position that processes and 
product^ which have been banned in the United States because of potential 
haiards to the public or the environaent should not be exported to other 
countries to the detriment of foreign workers. The AFL/CIO position is that 
the United States is playing a justified leadership role In this area.

Current Status and Continuing Developments

Procedures implementing the Executive Order have attempted to balance the 
difficult line between important but often conflicting interests. Agencies 
can, and axe, analyzing the administration of their procedures and the impact 
the regulations have on the willingness and ability of U.S. business to 
compete abroad. As more experience with the regulations is gained by 
exporters and administrators, procedures will become more streamlined and the 
goals of the policy should be attained at minimus economic cost In terms of 
lost exports.
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APPMDXX X. COMMPTTS FRON THE PRBSIDPIT'S EXPORT COUNCIL

Tht Fr*ild«nt*< Export Council va» asked to subtlt contents on potential 
•xpoct disincentive*, export pccaotlon prograws ind U.S. trade poltclet in 
9tn*ral. The cooaent* and jutetial* received tscm the Council are reproduced 
in thl* appendix.
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PRESIDENTS 1XPOKT COUNCIL 
".A 1 H N^ir-* of if 10

16, 19PQ

The Honorable fhilip OuUnficfc 
Secretary of Co r*-rce 
14th St. i fonstiiution "VP., N.W. 
Washington, DC W30

Dear "r. Sccrf'Msry:

This letter is in ,»^ r.vt t<> the PrtsM-rtt 1 * rt-qu^st for inputs 
fron the Pre^i^nt'^ ?*. ort Cny.cil corce*ni«-( q the report to 
Congress required b> ration U iQ of the u nio A^rtf.'i nts Act of 
1979.

As yyu kftOft, *n.nco 1110 »"ir^ts the Pif-sidf-nt to S'jt »U by 
July 15, 1950 a rtfurt on U.S. txporl disincentives and "the 
policies a»d projra-s required to strer9t^en tho relative 
ccrpetitue f'SUiun of u.<* Um'^cf States in

The K-yisl'tu* Mitcij uf *.r*» Trs^ Act i- -nts Act 
the Cor.^r.-s^ f-t'.t.t^ tf 3t t"% f *tiident's -''jly 1 £| » l*:t> r* port 
ta*<e into *C(.nir*t *fe •• * » ^-fitiiU for *x;ort tr^>j" r.sjHin 
the i-plc .*it4*. »on of *»•> 'T »,. - r '.'jnd" ^jUn^t*ril Trade 
fiegottetKir-s if'd *iH t« »'> *•-*.'! ^.'tatl ir d c-- ^r«h»-p5K.f. t -ss as to 
be an aA'iuU* ^s^**; for r* JtjT

The- PrvM-'trt*s T*: >rt r 'v-:'t, in its cur»tnt fcr-f, wlS 
established b> rrtsi.Vntnl f ".:>ti.e Crdt-r on Kjy 4, 19/9. Hs 
prirary purpj^cs ir? to 'j*" j'?** r.'CO"rcijjt»ons to the Piosldent 
on programs -and ^oliutti to ir,n i$e I'.S. *-*pyrts and to promote the 
developTcnt of a 4 r< 4t*r nit^nil export <.<-n>ciousness. As provided 
by its charter, t*-o Cc-V'til «»n ^pire at tr-e end of this >ear. 
Hs nerbership ^^t-iists uf thr ^tads of the seven Cabinet agencies 
principally concerned Aith fort^qn trade, six loading 
representatives of the Congress (three Senators and three 
Congressnen}, and a trvad svtliun uf private sector representatives 
froa industry, agriculture, libor, cons^~er groups, etc.
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To work effectively* the Council established an Executive 
and six subject-area subcommittees. These, with the 

Council itself, have teen actively engaged for over a year in 
detailed studies of the various factors that determine or affect the 
U.S. export posture in roUtion to the horld trading system. The 
Council is now engaged in pieparing its final report, xhich will 
present its overall reco^-ondations.

Since its inception, however, the Council ha?, from tirce to 
tine, taken positions un t'jMUitiy-pre^ing trade policy issues, 
including the following r»*cu - ^ndations on export disincentives:

  The Council has O'.L'U- ...j» J und suppuited the reorganization by 
the Administration of the governmental nachinery that 
formulates and carries out U.S. trade and other foreign 
economic policies.

Substantial ii>pn»f'ent% have been m.jJe by the Administration 
and further pi ogress is underlay.

A government poorly oryjnued to develop and administer sound 
trade policy is itself a serious export disincentive. The 
governr^nts of our r-ajor trading competitors have in recent 
years been noticeably better organized than the U.S. 
Govenwont to defend their worldwide trading needs and 
interests m * roalutic and consistent manner and to support 
the export activities of their own firms.

Special focus has been given by the Council in the area of 
govern-ont

- To .insure itfcctUe i-pU Tcntation of the "Tokyo- Round" 
trade jgree^nts, including provision to monitor foreign 

compliance;

- To establish dnd ilequ.itely staff a Foreign Commercial 
Service in the Ofpartrrent of Ccnr^rce; and
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- To enable the Office of Export Administration, Department 
of Commerce, and the other government agencies that are 
involved to adopt the organizational and procedural changes 
in the administration of the U.S. export control program 
that are necessary to carry out the reforms mandated by the 
Export Administration Act of 1979. In this connection, the 
Council has emphasized that the current staffing 
requirements of OEA should be given priority attention.

  The Council supports larger direct-loan funding authorizations 
for the Export-Import Bank for the 1980 and 1931 fiscal years 
than the Administration has requested or the Congress has thus 
far voted. Unless the Bank is given substantial additional 
direct-loan lending authorization, it will not have sufficient 
funds to enable U.S. exporters to compete against the 
strongly-subsidized financing which foreign governments will 
be providing to their firms. A conservative estimate is that 
the Bank needs direct-loan lending authority of at least 
$5 billion in Fiscal year 1980 and again in Fiscal year 1981.

The Council also utged that the Commodity Credit Corporation's 
lending authority should be maintained at an adequate level 
and placed on a self-financing revolving-fund basis.

  The Council has recommended liberalization of the U.S. tax 
laws that apply to the foreign-source income of Americans 
working overseas. The U.S. is the only najor trading country 
that taxes such income and this policy is a serious 
competitive handicap for U.S. firms. Attached is the special 
report on this export disincentive by a Council Task force.

  The Treasury Department is currently considering a proposal to 
narrow the application of the credit against U.S. income taxes 
for foreign taxes. The Council has advised the Treasury 
Department that adoption of this proposal in its present 
narrow form would have a serious negative impact on U.S. 
exports.
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Foreign investments by U.S. firns have strong "pull-through" 
effects on U.S. exports and adoption of the proposed narrow 
interpretation would lesser the competitiveness of U.S.-owned 
foreign subsidiaries and thus would be another self-imposed 
competitive handicap on the parent U.S. firms.

  An important export disincentive, especially for small and 
rnediun-sized firms, is the complexity and red tape involved in 
exporting. A parallel disincentive is the greater marketing 
and selling expense involved in exporting, the need to carry 
accounts receivables for longer tine periods, etc., and there 
are obvious risks in some parts of the world of expropriation, 
governmental instability, terrorism, etc.

To better deal with these kinds of export disincentives, the 
Council:

- Has helcctned the leadership of Senator Stevenson (a Council 
member) and others in the Congress and the increasing 
support within the Administration with respect to 
legislation to facilitate the greater use by U.S. firms of 
the trading coo>pany device,

- Has also welcomed the effort of Senator Javits (a Council 
member) to obtain passage of legislation to enable the 
Overseas Private Investment Corporation (OPIC) to play a 
larger role in U.S. overseas investment.

  The Council has strongly urged that the antitrust issue as it 
applies overseas be substantially clarified. The Council 
supports $.1010, introduced by Senator Javits, to establish a 
commission to study the international application of the 
antitrust laws. $.1010 has been favorably reported out of 
comittce and is now pending on the Senate floor. We urge the 
Administration to reconsider its opposition. In view of the 
great need to increase U.S. exports, every reasonable effort 
should be made by the U.S. Government to facilitate U.S. 
exports and overseas operations by freeing U.S. firms from



214

A - 6

-5-

antitrust constraints or uncertainties where U.S. considers 
are not adversely affected. The guidelines issued by the 
Department of Justice in January 1977 ("Antitrust Guide for 
International Operations") here an important step in this 
direction. But uncertainties still remain as to the 
Governnent's prosecutorial intentions and there are 
indications of a Governmental desire to regulate foreign 
subsidiary operations from an antitrust viewpoint where the 
effect on U.S. consumers is very tenuous indeed. The growing 
conflicts between the U.S. and other countries because of the 
extraterritorial applications of U.S. lav* Rust also be 
considered.

Legislation now pending in Congress:

- To amend the Webb-Po^erenc Act to provide a more effective 
antitrust exemption, to broaden the Act to cover services, 
and to make it applicable to trading companies; and

- To simplify application of the antitrust laws and deter 
unreasonable prosecutorial zeal (which, incidentally, was 
developed by the National Governors' Association, led by 
Governor Busbee, a Council somber)

would be appropriate for early consideration by a study 
commission as proposed by Senator Javits in $.1010.

  The Council is in the process of considering the various 
extraterritorial cuapetUive strictures unilaterally imposed 
on U.S. exporters, such as those resulting from the Foreign 
Corrupt Practices Act, the antiboycott legislation, and the 
use of export controls for foreign policy purposes.

The basic question in this area is not the merit of the 
objectives sought to be attained (i.e., to prevent foreign 
bribery, to protect U.S. firms froo improper involvement in 
foreign boycotts, to proTOtc human rights, etc). Rather, the 
issue i$ the practicality of the resort to unilateral 
legislation, rather than resorting to international 
negotiations.
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H docs appear that this area of export disincentives has been 
costly to the U.S. in terms of lost exports while the benefits 
sought have been questionable in Attainment.

- The Council worked closely with the Administration, the 
Congress, and the private sector to devise compromise 
legislation to protect permanently the confidentiality of 
corrpetitive business information supplied to the Federal 
Govorivrcnt in connection with U.S. exports on documents called 
"shippers export declarations" (StOs).

This legislation has just this rronth been enacted by Congress.

SEO's had been accorded confidential troatnent since the turn 
of the century, but disclosures *vre now threatened by recent 
attempts to apply the Freedom of Information Act and interim 
Congressional legislation last year to terminate confidential 
treatment on Oune 30, 1980.

Again, tins was a case tthore, absent adoption of the pernanent 
legislation referred to above, U.S. firms uould have been 
subjected to enforced disclosures of appetitive information 
that would have benefited foreign competitors - who, of 
course, were in no way subject to comparable competitive 
handicaps.

The foregoing sugary of Council recommendations on specific 
U.S. export disincentives deals with important legislative issues 
that should be addressed by the President and the Congress. But the 
nost significant U.S. export disincentive is the continuing national 
attitude of overall indifference to the need for exports.

The peoples and governments of the major trading countries of 
Europe and Japan have for decades based their donestic economic 
policies on the precept "Export or die". In the United States, the 
very opposite has been and still is the case; exports have not been 
and still are not regarded as important.



216

A - 3

-7-

In recent years, the talk and the public discussions in 
Washington and elsewhere in the country on matters relating to trade 
have been shifting dramatically so that it can now fairly be said 
that the idea of strong U.S. export performance is carrying the 
day. Almost everybody responsible for or importantly ir.,olved in 
U.S. economic affairs now pays lip service to the need to increase 
exports and to reduce our huge trade deficits. How-best-to-export 
has even become one of the national subjects for high-school and 
college debating tournaments.

The reasons for this change in the intellectual climate are not 
hard to find. The United States, which for so long after World War 
II was economically predominant and whose doiM.&tic economy was 
largely under its own control, has in recent years been "taking a 
bad beating" in world trade and the wounds have become serious, the 
U.S. has steadily been losing market share in world trade from 
approximately 25X in the 1950's, to around 155! in 1970 and then down 
to 12.2% in 1978.

On top of the large merchandise trade deficits of recent years - 
531 billion in 1977, $34 billion in 1978, $29 billion last year - 
the projections are for even larger merchandise trade deficits to 
come: around $38 billion this year and $40-41 billion next year.*

But even though the magnitude of the U.S. trade problem now 
dominates what is being said in Washington about U.S. trade 
policies, the grim realities have not as yet been translated into 
meaningful Congressional action. The current plight of the 
Export-Import Bank is stark evidence of the sorry gap between word 
and deed.

Trade policy is an area where the problem is not uncertainty as 
to what should be done. It is well known what should be done. The 
problem is to develop the will to do it.

*These are the figures measuring imports and exports on the 
conventional free-alongside-ship (F.A.5.) basis, the new statistical 
method now being used by the Government - which adds insurance and 
freight costs to the import figures (C.I.F.) - will substantially 
increase the size of the deficits.



217

-8-

An idea is hard to stop when its time has come. The idea of an 
effective and paramount U.S. national export policy has not yet 
arrived. But the grirn realities of our trading position are driving 
us to create the necessary and sufficient preconditions. An 
important aid will be a better developed national export 
consciousness.

To create a more positive public understanding and support for 
effective U.S. trade policies - a strong national export 
consciousness - is our greatest need in the trade area. We on the 
Council are striving to make our contribution.

Sincerely yours.

Reginald H. Jones 
Chairman
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THE 
PRESIDENT'S EXPORT COUNCIL

SUBCOMMITTEE ON 
EXPORT EXPANSION

DECEMBER 5, 1979

REPORT OF THE TASK FORCE TO STUDY 
THE TAX TREATMENT OF AMERICANS WORKING OVERSEAS
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THE rntsiorNi s CXPORT COUNCIL
UION oc

10, 1979

The President 
The White House 
Washington. D. C.

Dear Mr. President:

The executive C<>rruuU«'c "t !h<* Tcssti-ms »-r •>* <""un» ll hois 
Asked me to cxpr»*s^ to you it:> u<>ro «-jru< m <->,,» i ih- ,jJv«r^c < ff« < ts 
on ex potts of th<- rr»»r«nt lulcs. (f* i tu n> 511 <m<J yUJ < "iv-t>ii.in<; tax 
ation of foreign earned inc< rne -A AmMtvins living ovcu. is.

The
the problems o( difKrynccs In t jx U< atrr« nt Kt\vc<rt An.* u* in t itl,».ns 
working ovcrscots one! tN'ir cr i,n^ ipurti- ftvrn • -jrup* tlnj irilusuUt n.itliuns. 
The result has been Hut thir<J-cuunu> n.jticnjls. who ,. n- jolly do not 
have the burJen o! paying t«sx-'5 in th< Ir hone f-^ntu- & on th< U (->u (gr» 
earned income , ore enplovcd m*tc<)<1 vi An^ri* in titi,*<n&. This has 
brought about ^ sh<up loss In the U. S. >hnv of , ,'ru. ( as business volume 
In vital economic Fetors, Ur-;cly n *.a«b« ihiid j. *tty nationals t* nJ to 
specify equipment «>nyfOiCtyi^d in thvir h-»mt wjntry, whMoos American 
citizens would specify and oider U. vc . equipment m'.h which thvy arc 
most familiar.

A parlicuUUy dutuilin^ i.\.«t ,U i;. tK- <J. *,hnc in th- 
American contract"! s ^n rt'")" ts In th Mld-fibl. A* ^ .Jin? 
Hill. U. S. conpjmes hid ^ontwt-toj tvt SS.9 Lilli> n -r 10. 3,' of the total 
contracts let in the Mid-fa^ it"n |une 19*.. U.ou»hApul 1978. During the 
13 months enJinj In June i&79, U. S. ivntt.Kt"t> t« v« i.«-d ynly 53-1& million 
or 1.6% of the tow! ccntr.n.u sv» »idM. The lo&s "f U. S. Jobs tuth overseas 
and at horu? to foreign corr.p«>tUors. «>nd the j*.«.v»a,i« tn>mv lois of U. S. exports, 
comes at a time wht n it is, crucial to rjinMin U, S. prestige and pi^fvnce 
overseas and o firm emphasis «n ma- sMng o»jr shaie --i the world market.
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The President - 2 - December 10, 1979

The President's Export Council appointed a task force to ±>tudy this 
problem. The following adEiiini&tiative iec^mincndiiUons, aimed at putting 
Americans who v\oik in the private icUor ovcr^-as on o mute comparable 
tax footing with citizens of competing industrial nations, arc adapted from 
this report.

- Regulations and Interpretations In force under the 
current tax law concerning Americans living in 
camps In hardship areas (Section 911) should be 
simplified and made less restrictive, in keeping 
with the intent of Congress.

- The current lax law concerning allowances to 
employees for excess living costs Incurred 
while working aUoad (Section 913) should be 
interpreted In the least restrictive and simplest 
manner.

We have discussed thvtc lecommenddtiuns with Secretary Miller 
and would appreciate your endorsement of them.

The final task force recommendation is that wot*, bey in immediately 
to encourage enactment of new tax provisions directed to this ptoblcm. 
We have called upon a broad spectrum of the American export sector for 
comments on specific legislative points which would relieve the Luidcn 
under which they nyw operate, and would be in the national Interest.

I am sure it was not the Administration's Intent, or that of Congress, 
to discourage the employment of Americans by U. S. business overseas. 
The tax law must be one that enables Americans to face the uncertainties 
of life abroad and seivc as the Uadlng edge of the exputt -jiowth that Is 
necessary If we arc to maintain the leading economic iok for the U. S. 
In today's world that is so essential to our welfare.

Respectfully yours.

-ginald II. Jones 
Chairman
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TUB I'RKSIDBNT'S EXPORT COUNCIL 
SUBCOMMITTEE ON EXPORT EXPANSION

Task Force to Study (lie Tax Trvadncnl 
of Americans Working Overseas

I. THE SITUATION

Despite the enactment of ihe foreign l,urncd Income Act of 1978. Americans arc still 
being taxed out of competition in mcr-cav mailcls Hit, refill is a *h.«p Kt^ m ihc United 
Sines' share of overseas buMncss tolumc- m tiUl ciunvmik saviors The vwrent situation 
contributes co our ncgamc balance of pjjnicnts, a loss, of U S jobs to our u>nipcwors. jnd 
the decline in U S, presence and preMige abroad

IE. TASK FORCE RKCOMMkVDA'IIONS

Amcncans uotktng tn^isca^ arc o--vntul to a \iabk \.\p«»rt p;»gum An iixuavc in 
the number of Amcmans a^i^ncJ jbro-tJ vjn nisuavc oui t'.jxiUN. K<JU«.C the ncgjttvc bal 
artce of payment*, enhance our trunti) »• mu^c. and UIM. <.nipK>>mcnt in the U S

Recognizing that it i\ in ihc b«t mU.u«.i uf »»ur njti.m u» ^moutjgc AnKitians 10 wort. 
o\ ericas, the TaA I ortc tctonmicn\K ihc jd\«ptum of u\ jtuluiiv thjt jfc ^ump-ublc to thojc 
of major competing indu'-trtjl nations. IKHK of Ahuh now tax un/cns v\ho nwcl o\cry:a$ 
reitdcncy tots. We urge the <JcwU>i>m<.nt ^tnd ^.n^tintnt uf IKA IcgisUiion to put Ameikans 
\^ho wort, in the pnxatc MXUI U^MM,JV on I!K ^imc lax fvwting as ^iti/en^ of competing 
industrial nations. In the interim, the folK-umg KnurJul nitons vhould be laVen

1. Regulations and interpicutionv in Mw undo the vuiixnl l.t\ law, ^m^tinifig Americans 
living m canipsm hardship urcJMScfctum 1>H* »hv*uld K ^miplifivd and nude Ie<& rcsiric 
the. in keeping with the inienl of

2. The current tax law ctmcvimng atlo^ jn^t^ tu «,inptu}Cis> foi tXi«\v lining iostj incurred 
while worting abroad tScction '>H) ^>ulJ be tnt^tputtd m the least leMtKti^c and 
simplcit manner,

3. Wort should begin imntcdiatcl) tuctKt>uiJ£cui<ibiiiKnVof jnv* ijx IJM to put
working o^crvcas on the urne Ux fooling av v»t/i.nv fn>m iomp^ling induitnal nations

III. BACKGROUND

in Trjdc E

Beginning in the 1920 s. after the U S. cmcigcd from World War I as a major exporting 
nation, the income earned b> Anicrt^ik at Aork in foreign countries *a* urtually exempt 
or excluded from U.S. taxes, as a matter of public polii.) and bj s,pcufk a\.t$ of Congress 
The purpose uas to encourage foreign irjde It was recogniied that the export of U S goods 
and services depended, in large measure, on the presence of Amenwns m overseas mulcts

G7-&3& C - 80 - It.
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The U.S. Ux policy ftae ixit unique AH of out trading 

s major pnxluung nations. had long exJuikd income 
was from taxation.

jndt.iit.imiy all of the 
by eituenv al woik over-

In ihe eaity 1950 * some rcvtMun\ were nude m the lax lu jintiiu of U S eitifcn* 
ing overseas The principal Jim wa> tit halt .ibuM. 1* by highly juid im-vte --tars Thc%c revisions 
altered foreign resident) test% ami placed j milling on (he amount of fmeign cainet! income 
that could be excluded. The income jnd alluwaneoof mo>l Aiiiciuaru working oversea* was 
below the $20.000 limit. H» ttic> were not affected They «ctc not nttanl to be.

tc-vts
nsing

Additional technical .idjtf>ti)icnts <ACIC injJc duiir.g (he 1^(>0 ^ m foicttn 
ard m ihc >ums (hjt ^uuld tn. excluded Bj ihc mid ]'>70 v, iln. ilk^is of mHaiion 
living <.o\ts and riMng ^jljnc 1* and benefit* Cot ovatcd^ AiuciK^n *t>tVus lud 
the amount of foreign- e.nncJ IIKOIUC ttut could be excluded fioin I S

!N»Iic\ Slnfts in 1976

kai Amciis.jm
pcferential tax trt.4timnt. C**nj.K'*\ in l*>76 utliAvd 
the nunner m Miiuh it «j\ eonipuicd M> itv iiia\niiiMii 
ThcphitoM'ph) behind ihei.c pruviMons. wjs«liK\iU 
the United States u\ tuatiiK.nl of <>veiH<<\ Aiuvuvans foi 
encouraging AmctKanx to «v>lk ovei^a^. (he i'>76 
eiiipto>nicni In fact, even befou ihe H?6 
to uori. o\crvras liillatmn ica^ lunnmg jt

mdation. a tact ifs.il »h\'uld have Ken 
raiher than cfcereaMn: it

il

b>

Kv.i<m.

punted

ad guided 
oflun 50

tu.ill) Jinouiagv'd cuch 
t\t>>iaing k^ atiuctive

^OO (xtcciil higher than 
the $20,000 ixclu

Tuither. the fax Court ruled m l**76 (tut ^mpit>vei (uin^hcd h^'oving MJ\ taxable to 
emplojco a\ lull K\al icnul ulue. utK-i tlun ihe *Juc «>f ^ittMUi housing m the United 
Slates Thrive mhng\ \urc inu-rpivte*ii a^ a -Ui-ng *rxK-iti\'n that euipK.jer eontnbutmns to 
offset cxtraordinar) oveiM.-a» living vxpcnv,* ot >^» valltd k^ep *hi'lc tontnbutioM - 
were (axabtc too\crM:a\cni|'to\ets, Aheua* '^h atmiinie ofwn »i*a> have gone urueported 
up to thJl time

rulingv, uhcn combined uith (tte l'>7ti lax eodc uvt>K-nv. produ\ee) effcct> thai 
Congress and the Tax e**uit did iu>t f»'XM.t l«t example, m the oil rich Middle I'avt. the 
COM.S to an cmpU^cr of uMtnUnttitig jn AiiMK^n *t>ikcr 4l wn>elhmg apptoxiiiuiing the 
standard ot Jiving he or ;-he u«>uld have enj<>>cd al K>nic eould exceed (he jetual ^lar> paid 
to that vcurkcr b> three 01 font luiiev A>aie>uU, M-IIIC AnieiKaii'»ueiH.av became liable fuf 
more laxcs than thc> received m real income

The I9lb (ax policj shifts on foreign eaitud inline j\iwall> jim-unte-J lo 
tariff on <x;r own good\ and ^crv.icc'\ b> our

substantial

Korti^n Farntd Inuinic Act of 1978

After belatedly postponing ihe effective *latc t»f (he lax e*«Je icv>xK.nv. Congress moved 
in 1973 to remedy ihc dev^idting nmuko ol i9?6 Mjth the loteign lurried Income Act, 
Unfortunately, ihe 1978 Ael iv uujcqujtc, Ihc HUUM; ot Rcptcnntatives had pa\scd a 
realistic bill, but (he law that iws ovcmually enacted rcpteM.m^ a tumpromiM: with a more
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restrictive Senate version Section 91 1 of ihc Act provides a $20.000 exclusion for overseas 
Americans In ing m qualified *. amps, in rt mole hatdslnp Mm Sccium ')! ^ pu-> i do deductions 
for certain allowances fur cMrjuu1in.ii) overseas Imng expense* undvi fairly strict qualitfc) 
dons. Both Sections 911 anil 913 arc very complex More-ova, regulations drafted by the 
Internal Revenue Service under ihc new law effectively rocisc ihc intent of Congress by 
compounding ihc complexities beyond reason.

Even if (he foreign 1-arncd Income Alt of 1978 is interpreted mth< least reductive way 
possible. it is clear that overseas Americans ate mtuumntly competitive with eiii/cns of oilier 
nations in terms

IV. RATIONAUC FOR KKCO.MMKNDA4 ! IONS

Americans at work overseas diml buMncv> to <*u JomcMn. ccon^imy If we AIC to irKtea\e 
exports in order to bring our KjdcacvoumMntobjbnvc. *tinu\urKtHii.i£C more U S ^tii/ens 
to accept assignment* with Ameiujn busmen oxn^c<i\ CuiKiiiuntly. we muM continue to 
be sensitive to the geopolitical rJii'ifKJtmnv of lu\mg rm*c AiiKiKans wwVing abroad 
Overseas employee* of Amutcan buMncv^ jrc *«n jv (vpie^niativ^s of >»ur country TlKough 
iheir participation and \i\tbitity in inU.iiutinn.il buMm^v jffjin, iln.\ tan function 

whovc work excmphfic 1* AnKiicaX tdcaU ami

Toxhtevc ttic'M^ benefits wilt require. aim<i^«>thct ihmg\. ilul <,uiicnt tax luwv beating 
on foreign earned irxome be changed At picM.nl, »tor nation' 1- tax pol»ue\ Ji^ourage iV 
employment of Aincmans o\er\cas Many Ameruan companto di>mg l>u»inc->> ovcr>ca\, 
especially in the manpowci -intensive M:I\KC mduxtius.arc suidmg -\IIKIK an employ cc»>!tomc 
in order to Vecp some vcMigc of nuiVel ^iare for example

Recruiting finns m I'ratKC, Cicimany, Italy and >t\e United K«*j;<! in rcpi*ii they aic 
swamped wuh rciiuc^tv for qualified citucn% of ihc^i ic>pCvtivec*>un»if to replace Amer 
icani who arc being forced hon« by U S, la* policies

Several leading U S- CAWU.MOI* m the Middle l".avt liavi reduced their ^nwrKan \taffs 
by more than half, and ad*»pKd hiring polMc* wvcr^cax that specifically exclude Anwr 

future \vorV.

The University ol IVlrokumjnd MitKuKm Saudi Arabia -si>\ Ai»ciKanvno« maVcup 
less than ?0 percent of ilv teaching Matf. conijuicJ M nu« than SO pcrvcnl vcvcral

ago,

Replxmg AtiKricancmplo>cc> wiilutti/cn-n'f *'!hci*.*'untricsuihc only way 
companies can remain competitive Ifas mean* that av L* S cunipanic* operating 
"dc-Amcricani/e, sjte\ «J g(H\ls; jnd wrrvtcc\ move jw jy t\\m\ this ctniniry and toward the 
competing industrial nations,

* A report by the Govimnx'nt Accounting Offkc suggested ihat the impact of cuirent 
U.S. lax policies for mcrseav AtiK:rKan\ might be very significant uith a 'eduction 
of 5% or more of total cxpvns or a low m overseas sales of at least S6 to S? billion. 
based on available data. And the GAO nr|<orl vautioncd that itv projections might well 
prove conservative*'

111
. Tcbnur) 21.19».rv(c 10
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• The Commercial Coim-^lot of ihc I,mba\\y of S^uJi Atabia retcntl) ohvincd,

'US lax in.itim.nt of Atnuiun v» mpjnu^ -«<ing biisitKvv m fitfeign tountiie\ males 
ihem less tompvtitiv*. u» u m ruropvjn ^ml JjpatKM und nihu) vompamcs, uhuh re 
ccnc better tax ircjtiin.ni from then guvunmvnis In tin. *a*c of Saudi Arabia, it is 
notncd that AiiKik^n companies, m onki lo UUKUIHI the higher vo*tv resulting from 
the unfavorable lax luatnicnt. ha\c knJeJ to hue non AiiKtKJfi cngirkcrs and other 
skilled personnel Njtuullj.ihc'-t (>n.f<.i f. tjuipim.nl jnd v[x.^.in\.iiiunsufigtnjiingmihcir 
countries (Hurorx.4n »-t Japanese, ck J. whuh nptt^m j lu^» in American cxpt>rts to 
Saudt Arabia, Thus, ihc end nsuliot t S ta\ iKJiim.nl of Amt.rK.in personnel uorlirtg 
abroad has been a net loss of American ulev abroad "

That means a ios> of job\ in our c\urmm> l.->timatcv ^AI\ t'smg Ihc low end of the 
Dcpannxnl of Comnnuc vttnuti. trui fwi *.vn> Si btllhmmfKw VOHKTIIU activity bvUccn 
40.000 and 70.000 jobs .irt MCJkd. a Uiy». of ^^ 4>f out t uin.m ovt.rM.as export \uhtinc - 
or about S7 billion in eturu'inK .KUwty Mould PUK)UVC <t job K»>s of 280.000 Using the 
same Department uf COIIIHH.K«, figuics, if (h^ t S JtuoXti **n pt.'lkut to in*.rcaK exports 
by at least S30 billion jnnuailj at j meant <»1 bi»%t"i- ln<- "^ •**•*•<*""''' ' nl» balance, at 
1.2 million new jobs would

••prHiiunitki for AnwtKjns at 
iuu-.i ic at^vsv our tax

U-. »»n a v

If *c tncrca\c our nattun » txpiiu iv<. t.\ill tin, a an, 
home and abroad In tndit 10 a^hiov. -vuvh mnn*.n. im.nl, 
We aho mu\t *litc IKM lav lj*> Jiitv.lcJ at f 
other nationals in o\crvca\ nuiVets (See Ctuii

V. CONCLUSION

The pnixiplc undal)K)g the taxation «<f \ 
tocncourage. rathvi thanJ ili <Kt»utagc.cmpl^(iit.. 
tation of (his piitKipL ihu-u^h vhangcs ui ihv In 
of U.

g m other countries should be 
mcv*»«vtrM:ds, The impltmcn 
G»d(. *ill itxrca\c the number

Respectfully submiited.

Robert Diclo III 
John Wood R rooks 
D.I. Commons 
Maurice Sonnenbcrp

December 5. 1979
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Comparison of Tax Policies (or Overseas Employees
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AfHKDIX 8. MDERAL REGISTER NOTICE

To solicit oowents on export disincentives and export promotion programs, a 
notice of this review wa* published In the federal Rtgltter on April 29* 
1910. A copy of that notice 1* reproduced In tnU appendix.



229

Fwbral

B . 2

/ Voi 4J, No, M / Tu«id«>. Apnl 29 1MO / N

U •ddifle* M tki« r*vi«w. i 
fb) tt 5*<ti6M 1110 *t &« Tr*d* 
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Rafltatar / Vol 4i. Wa M / Tuf.day April 29. 1MO / Notlct*
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tn^uoa of Ua prodwct lo aiport

Fnvaia atttec rtfra*t»taO>ai an 
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APPENDIX C. SCIttARY OF FOREICH SHIVICE POST COMMENTS

U.S. Foreign Service posts were consulted for their views on export promotion 
and export disincentives. Their first-hand Information was solicited about 
not only other countries' approaches to the Issues, tut also the effect of 
current O.S. policies, laws and regulations on U.S. exports. Responses to a 
request for information were received from 51 posts, representing countries 
accounting for 80 percent of total U.S. exports In "»79. The distribution of 
the poets' responses Is discussed t*lov, and depict-1 In Figure 1.

U.S. EXPORT DISINCEHT1VES

Th« embassies reported on * number of U.S. laws, regulations and policies 
inhibiting U.S. exports. In general, export disincentives "ere reported most 
often by posts In less developed countries. Several embassies In 
Industrialized countries specifically indicated that potential disincentives 
had little or no Impact. LDC posts, however, tended to report one or more 
disincentives. Those Mentioned most frequently vere the taxation of foreign 
earntJ income, the Foreign Corrupt practices Act and export controls.

Taxation

Taxation of foreign earned income was the issue ftost often cited as having a 
negative effect on U.S. exports. Over half of the posts reporting mentioned 
taxation Issues] »iny of then also observed that thU v*s the aost important 
disincentive to U.S. trade In their countries. They pointed out that: (a) 
U.S. price competitiveness was affected if U.S, companies hired American 
citizens abroad, and (b) U.S. suppl ler sales may be loit when Mer lean 
companies hired foreign nationals, who would b* cere likely to specify 
product* from their own countries in major projects.

While most potts 'lid not provide adequate evidence of the effects of taxation 
on U.S. exports to their countries   other than mentioning frequency of 
business complaints ~ a nuaber did submit examples which Indicated a 
substantial adverse «ffect on U.S. business abroad. The embassy in Saudi 
Arabia, for example, reported several illustrative cases where U.S. t*.x 
policies have adversely affected the activities of U.S. companies, including!

A major U.S. contractor told an embassy officer that in a contract 
involving a Manpower component of 300, vh«re typically one-third used to 
be U.S. citizens currently only three percent will be Aoerlcans, 30 
percent British and the remaining two-thirds froct Asian countries. Those 
few Americans are the absolute minimum they must include due to their 
corporate experience and loyalty - he said * since Aserleans no longer 
have any competitive advantage In terms of  kills or other qualifications.

Several embassies, among bhea Qatae and Venezuela, reported that American 
firms have lost major project bids due to higher costs needed to maintain 
American employees. Qatar r.ej£ort«di
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1. Distribution of Foreign Sery'sr Post Responses by Topic
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  A total of SI embassies responded to the request for consents.
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American flras have not been awarded a n&jor construction project in 
Qatar. The sale of American products has been hampered by the inability 
of U.S. flras to aalntaln personal contact with Gulf businessmen. 
American firas that are present in Qatar rely heavily on European experts 
In order to cut costs. This severely restricts trade opportunities. The 
inportar.ee of personal contact cannot be overstated. American vehicle 
manufacturers have lost this lucrative »arke». to the Japanese who have 
stationed Japanese technicians to operate aaintenanc* facilities. It is 
not possible for Americans to be competitive as long as they are taxed 
while competing nationalities are tax-free.

Venezuela's example was even acre specific:

Xn a bid to provide approximately 20 foreign engineers for five years to 
the local state-owned steel aill, a Japanese firm bid about 13 Billion 
dollars; the competing U.S. company, about 16 Billion. The U.S. conpany 
calculated that wer* U.S. engineers not required to pay U.S. income tax 
while abroad, their bid could have been reduced by 1 to 1-1/2 Billion 
dollars. A high official of the state-owned steel alll stated that the 
company was willing to pay some differential for U.S. expertise, but not 
the 23 percent represented by this instance.

Foreign Corrupt practices ?.st

Nineteen embassies reported that the Foreign Corrupt Practices Act 
constituted an export disincentive. Posts consented that the uncertainty 
perceived by U.S. businessmen and the lack of clear guidelines In the Act 
hindered doing business abroad, posts also noted that businessmen often 
tended to err on the side of caution, foregoing potential export sales rather 
than risk litigation.

The wast significant reported probleas with the FCPA arose In those countries 
where *grease" paynents are an accepted »eans of dol^g business or anyvhere 
that third country suppliers "play by a completely different set of rules.* 
Perhaps the best example of the effect of the FCPA on U.S. exports COCKS Iron 
the eabassy in Onan:

Local U.S. lawyer reports that recently $20-30 Billion deal was lost to 
U.S. fira largely because of delays caused by lengthy struggle to ensure 
FCPA compliance. Same lawyer indicates that a 520 million deal was 
definitely lost to U.S. fira because Oman! Covernaent 
offlclal/business*art with vhoa U.S. fira was attempting to deal was 
insulted and exasperated by firm's attempts to protect Itself against 
possible future FCPA security. Kindest content that post has heard froa 
Oaanl about FCPA Is that it Is 'stupid'. Overall econoalc loss to 
Aaerlcan business resulting froa FCPA is unknown but surely najor.

Export^Controls

Export control was another topic frequently cited by posts as an export 
disincentive. The responses, however, were diverse, ranging froa general 
coawents about licensing delays to »p*cific observations about types of 
controls, such as arss or nuclear controls.
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Arms controls were Mentioned most often. All comments were from LDC posts, 
In Latin Anerica (4), the Kiddle East (3), and Africa (1). Posts reported 
business complaints that the controls hamper their efforts in initiating the 
sale of arms. Coapetitor nations often offer comparable equipment at 
attractive terms without th* governmental clearances required by the United 
States. Further, sales of equipment for civilian use listed on the Munitions 
Control List are inhibited by U.S. policy, according to these reports. The 
embassies in Argentina and Chile both observed that the Humphrey-Kennedy 
Amendment to the Foreign Assistance Act precluded U.S. arms sales. The 
embassy in Kuwait, on the other hand, noted that 'Public Law 95-384 forbids 
American military and diplomatic personnel from assisting American companies 
in the sale of solitary equipment and service to foreign governments. The 
embassies of other major arms suppliers to Kuwait are under no such 
restriction.*

Pour embassies reported probleas with nuclear control-, stating that U.S. 
policy caused countries to turn to other suppliers for equipment and 
services. Host ot*ier po*t responses on export controls centered on licensing 
delays and the effect this had on U.S. suppliers' reputations and competitive 
sales ability. Typical of th« comnents was the report from India:

Delays in issuance of licenses for certain electronic products and 
components, including conputers, continues to be a significant 
disincentive. Even m cases where favorable decisions have ultimately 
been taken for exports of advanced coaputers, they have frequently come 
too late for U.S. suppliers to clinch export sales. Total potential 
market for imported high technology computers/peripherals during next 3 
years is at least $100 Billion, of which U.S. manufacturers should have 
80 percent if licensing policy can be clarified and possibly liberalized.

AnLU boyco  ttLeg j<l a 11 on

Antiboycott legislation was mentioned by 13 embassies. The legislation's 
effect on exports in their respective countries varied froa a minor problem 
(5 posts) to a serious deterrent (5 posts).

Sow* posts noted that while theu host countries' governments had boycott 
provisions, then enforcement of the luies was weak. Embassy Cairo reported 
that the Egyptian Government discontinue.* its boycott law in January after 
signing the p>%«ce treaty with Israel.

Posts relaying serious probleas consented that the antiboycott laws have made 
it difficult -- soamces iaposstble   for U.S. businessmen to compete In 
some foreign markets oecjust they prevent these businesses fro» complying 
with local boycott provisions or furnishing boycott-related information. 
Some posts reported that the lavs particularly discourage soall and 
medium-sized U.S. firms, which, cannot 'afford th« full-time legal counsel 
required to provide case-by-cas« advice on what is permissible under the 
regulations.* Some small firms apparently lose potential sales rather than 
undergo the "high cost of learning how to worfc with the complicated boycott 
regulations and fear that they will unwittingly still get themselves Into 
difficulty - with U.S. Government agencies." The complexity of the two 
conflicting sets of regulations   Coceatice and Treasury ~ also vat. 
mentioned as an export disincentive.
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Antitrust Issues

Eleven posts mentioned Antitrust issues. Most of the cooments suggested that 
O.S. companies have found it difficult to bid successfully on major projects 
because Q.S. antitrust laws inhibit the formation of consort!*. The embassy 
in Saudi Arabia reported one senior U.S. company official's contention that 
if U.S. firms were to combine, their share of major projects In the Kingdom 
would be overwhelming.

Other embassy cables reported antitrust inhibitions on selecting a 'chosen 
Instrument* to compete with foreign bidders in a country and the need to 
modify the Hebb-pomerene Act to include services and strengthen the antitrust 
exemption. Embassy Bonn stated that German subsidiaries of U.S. corporations 
resent the extraterritoriality of U.S. antitrust laws, but also noted that it 
was not clear if this resentment affected sales and purchase decisions.

Two embassies mentioned export trading companies as antitrust issues. The 
Korean post asserted that the ambiguities of U.S. antitrust legislation and 
lack of clear-cut guidelines permitting U.S. firms to organize trading 
companies similar to those of the Japanese adversely affected U.S. 
exporters. The eabassy in Liberia expressed delight that the U.S. Government 
was considering removing the antitrust cestrictlons on the formation of 
broad-based export trading companies and mentioned the success of an American 
trading company which has operated in Liberia for over 20 years.

Export financing

Export financing was another area of concern reporltd by a number of 
embassies. Seven posts reported either that Extmbank financing was not 
available In sufficient quantity to ae<jt the needs of U.S. exporters, or that 
financing was totally unavailable. Soae posts coenented that the Bxltibank's 
financing terms were not as favorable as other countries'* and that U.S. 
financing was more difficult to obtain. Embassy Mexico said that the 
Exlftbank was unable to match the "loss leader' financing of Japanese and 
European competitor** vhile the post in Saudi Arabia reported that Saudi 
firms sometimes favor non-U.s. suppliers because of more attractive financing 
terms offered by them. The latter post stated!

In one instance a $60 Billion business headquarters was entirely built 
wr*h French construction materials despite the fact that the company 
owners expressed a preference for U.S. products. French 
government-subsidized trade financing provided $0 percent of the complete; 
cost of the building, at. 7 percent Interest charged on a five year 
pay-back;. The attractive financing terms assured that the project would 
provide a net positive cash fl to the Saudi Company even before 
building completion.

The embassy also observed that a lac* of U.S. Government financial support 
for bid. performance, and advance payment guarantees particularly harmed 
small and medtum-aized U.S. firms vis-a-vts both large American and third 
country firms.
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Three po»ts ccaoaentcd on the effects of prohibiting the use of Exlabank 
flMnclng In their countries. The embassy in Chile stated that 'The 
cessation of even minimal Exinbank operations including the removal of FCIA 
Insurance coverage* as U.S. Government measures in the Leteller-Moffltt 
case....promise to hurt U.S. sales more than w« had feared." The embassy In 
South Africa noted that while tht short-term effects of the Evan* Amendment 
of 1978 to the Export-Import Act (prohibiting the use of any Exlmbank 
facilities by South African companies under most circumstances) were very 
limited, the prohibition did seem to pose difficulties for smaller American 
exporters without the resources or contacts to arrange alternative financing, 
or who cannot absorb the insurance risk themselves. Also, the embassy in the 
German Democratic Republic said that, because country eligibility for 
Exlmbank financing U tied to HFN status, U.S. companies have been prevented 
from bidding successfully on major projects.

Individual Embassy Comments

Zn addition to these major issues, individual posts commented on a variety of 
other potential disincentives, such as freight rate disparities. Kiddle East 
travel advisory, environmental standatds, cargo preference requirements, and 
other topics. This section summarizes each embassy's response on the issues 
affecting exports to each country.

Argentina. The embassy stated that export controls, the Foreign Corrupt 
Practices Act, and taxation of foreign earned income are the most important 
disincentives to trade with Argentina. On arms controls, the embassy pointed 
out that the Humphrey-Kennedy Amendment to the Foreign Assistance Act ha» 
removed the United States from consideration as a source of at least $3 
billion worth of arms purchased by Argentina in the past two to three years. 
The restrictive U.S. nuclear policy has also caused Argentina to reach out to 
other suppliers for equipment and services.

Australia. The embassy reported that U.S. antitrust lavs are seen as the 
most important disincentive, while the Foreign Corrupt Practices Act, the 
antlboycott statutes and U.S. tax lavs are viewed as less important factor*.

Austria. The e»i>a*sy did not report on U.S. export disincentives.

Bahrajn. Th« enbassy cited arms export controls, taxation of foreign earned 
lrcom«, antiboycott regulations and the State Department travel advisory as 
potential export disincentives, but noted it could not point to any specific 
loss of export opportunities. The eabassy stated that the main disincentive 
to exporting in Bahrain Is American firms' ignorance of or indifference to 
Bahrain's small but promising market and utility as a regional distribution 
and service* center. Further, other governments provide more promotional 
support of exports. "When it cones to government export promotion in 
Bahrain, we are just plain outgunned.'

Bangladesh, since most U.S. exports to Bangladesh are AlD-financed, U.S. 
disincentive* were seen by the embassy as having only a limited effect. 
However, U.S. engineering, business consulting and service firms view the 
taxation of foreign earned income as a serious disincentive, reducing the
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competitiveness of U.S. fines and encouraging the hiring of third country 
nationals. The Foreign Corrupt Practice* Act i* also cten as a definite but 
Immeasurable disincentive.

Belgium. The embassy stated that It ha* not been able to Identify any 
significant disincentive effect* on U.S. exports to Belgium. It noted, 
however, that the U.S. practice of taxing Income enrned abroad has Bade It 
uneconomical to maintain the same level of U.S. expatriate employment as In 
the past.

Canada. The embassy did not content on U.S. export disincentives.

Chile. The embassy stated that the most important disincentive to U.S. 
exports to Chile was the embargo on arms deliveries! the Kennedy Amendment. 
which proscribe* the *ale of U.S. munitions list Items to Chile, vas 
mentioned as affecting not only U.S. sales of those items but also the sale* 
of non-munitions list items such as trucks, trainer aircraft, radar, and some 
other electronic*. Contracts for *uch items ate being awarded to other 
suppliers who can assure delivery. In addition, the taxation of foreign 
earned income and the prohibition against using Bximbank financing and FC1A 
Insurance were cited a* making U.S. firms increasingly uncompetltlve.

Cxechoalovakla. The enbaasy did not report on U.S. export disincentive*.

Ecuador. The embassy reported that U.S. tax policies, in particular, and 
possibly antitrust are thought to have hurt U.S. engineering/construction 
firm* in competition against European, Japanese, and other consortia for a 
major hydro-electric project. Further, U.S. arm* control pollcie* have 
resulted in a significant shift by the Ecuadorian military to European 
sources for their military needs.

The most widely criticized disincentive to U.S. exports, according to 
the embassy, is the taxation of foreign earned income. This handicap 1* 
believed to affect small- and medium-sized business most severely. While
*ome firm* hire foreign nationals to represent thea, such persons are viewed 
as le§* likely to refer business opportunities to U.S. firms.

The Foreign Corrupt Practices Act was *lso mentioned. Some firm* have chosen 
to forego business deals rather than to attempt to determine the 
applicability of FCPA.

Federal Republic of Germany. The embassy reported that, while difficult to 
demonstrate, export control* have led to s«*e sales losses) German firms may 
choose the speed of delivery of European technology over more advanced U.S. 
technology. In effect, the controls tend to nake potential purchasers think 
twice before purchasing U.S. products on the list.

American business, according to the embassy, views U.S. tax policy as the
 oat serious problem] it* effects ace most keenly felt in the replacement of 
U.S. business executives by German executives who cost less. U.S. antitrust 
law* may inhibit firms bidding on Joint project* since standard German 
business practices include greater cartelization and more Joint pricing 
policies than are allowed under U.S. law. Antiboycott law* may affect U.S.

G7-S3S 0 - 80 - 16
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firms engaged in joint projects with German firms, particularly in cases 
where the Get nan fir* has the major contract and the U.S. firm, acting a* a 
Subcontractor, is called upon to agree to illegal statements oc forfeit the 
contract.

Other disincentives that vere reported include costs of environmental 
legislation, bureaucratic red tape, and a growing feeling of insecurity and 
instability about contracts. These problems are mentioned by both U.S. and 
German businessmen as affecting U.S. exports, although the effects are 
difficult to quantify. In addition, U.S. business representatives complain 
aoout a lack of U.S. Government support for export financing, claiming that 
the German Government is core supportive. The e&bassy noted that statistics 
do noc support this widely held perception.

Finland. The only disincentive to U.S. exports to Finland cited by the 
embassy involves export controls on goods going to the Soviet Union. The ban 
on O.S. exports of high- technology electronics was said to impede Finnish 
delivers to the Soviet Union of oil-drilling platforms and other Finnish 
products that contain U.S. components, it was reported that Finnish firm* 
producing such goods wer* seeking less restricted sources of supply.

Prance . The embassy reported that 0.5. disincentives probably have little 
impact on U.S. exports to France. It did mention, however, that the taxation 
of foreign earned income could reduce the U.S. presence overseas with some 
adverse impact on U.S. sales.

German Democratic Republic. The eabassy noted the inability of U.S. firms to 
compete with suppliers Iron other OECD countries Cot turnkey projects, due to 
the attractive financing terms offered by coop* ti tor nations. The fact that 
country eligibility for Eximbank financing is tied to WN status for the 
country in question has resulted in a blanket denial of such financing to the 
COR, which has not been granted KFN treataent. U.S. coapanles *re either 
being ruled out before they have a chance to bid on major projects or are 
losing out irt the hone stretch due to their inability to offer a competitive 

package.

Ghana. The eabassy noted that, while there is no evidence of U.S. export 
disincentives in Ghana, there has been a 38 percent decline In II. C. exports 
to the country since 1977. Ghana's detet ioratmg economic situation and lack 
of foreign exchange have been the major reasons for this decline, coupled 
with the unwillingness of U.S. banks and financial institutions to offer 
«xport credit.

Cre*e«. The embassy did not report on U.S. mposed export disincentives.

Iceland. The embassy reported that there are no disincentives to U.S. 
exports.

Jndia. Th« embassy reported that delays in the issuance of licenses, 
specially for ceitain electronic products and coaponents, including 
computers, create * significant disincentive to U.S. exports to India. 
Often, Indian end-users hav« turred to competitors.
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Indonesia. The embassy cited AID funding of feasibility studies, the Foreign 
Corrupt Practices Act, and taxation of foreign earned Income as Important 
export disincentives. The rCPA has kept U.S. firms froa aggressively seeklrg 
business In Indonesia. Fira* from other countries do not face restrictions 
on allowable commissions. The taxation of foreign earned Income has 
Increased the cost of employing U.S. nationals by 20 percent over the cost of 
hiring third country nationals.

Iraq. The embassy cited antiboycott regulations as having an Inportant 
Impact on bilateral trade with Iraq. Despite an Iraqi mechanism for boycott 
exception If Imports fro* the U.S. are deemed to be in the national Interest 
(a mechanls* that has resulted in a doubling of U.S. exports to Iraq since 
1977), American firm* continue to lose 'hundreds of millions of dollars In 
potential business because of boycott problem.* Importing agencies In the 
state-controlled economy are selective in granting boycott exceptions, and 
some f In areas where U.S. products would be competitive, make no exceptions.

The embassy noted that it is difficult to accurately measure the lappet of 
the regulations since the prohibition against circulating tenders with 
boycott language prevents American business fro** learning about trade 
opportunities In Iraq, in recent instances where 0.5. firms have submitted 
offers, there is evidence that the boycott problem was a major factor In 
decisions to award contracts to others.

Ireland, The embassy reported that they have heard no cooplalnts by U.S. 
businessmen that U.S. export disincentives have significantly affected their 
marketing or sales in Ireland. However, the embassy did state that controls 
on nuclear exports cojld tecoae a factor if Iceland decides to bjlM a 
nuclear plant.

Italy. The embassy did not cocrsent on U.S. export disincentives.

Japan. The embassy reported that U.S. business complaints Include the 
Foreign Corrupt Practices Act, increased costs due to U.S. environmental 
standards, and restrictions on trading coepanies and consortla In the 
Hebb-Pc*erene Act.

Jamaica. The embassy reported that there aie no disincentives to U.S. 
exports.

Jordan. The embassy stated that taxation of foreign earned income amount* to 
a significant disadvantage in dealing with jospetitors. While U.S. firms 
have placed serious bids on alaost ali itajot projects in Jordan, they have 
not won one. In many cases the higher prices necessary to hire U.S. citizens 
have been a major factor.

Kenya, while the exbassy repotted having received cceplaintt tegard.ng t,h« 
taxation of foreign earned incoee and the Foreign Corrupt Practices Act, It 
did not consider either of these areas to be serious disincentives. Rathtr. 
it pointed out an apparent lack of interest in exporting to Kenya o"! the part 
of O.S companies, and weaker U.S. export promotion ptogtaa* relattv* to those 
of other governments as nore Important problems.
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Korea. The embassy cited several areas of disincentives. In nuclear 
controls, the problems of the reputation of the U.S. as a reliable supplier 
are Important because the Korean Government views the supply reliability of 
enriched nuclear fuel as a vital element In its choice of suppliers of 
nuclear reactors. The U.S. requirement for environrental reviews for nuclear 
power stations i* also viewed negatively in Korea. Regarding the Foreign 
Corrupt Practices Act, when there is a question concerning traditional Korean 
practices such as rebates and contusions, U.S. businessmen tend to err on 
the side of caution, which often effectively eliminates then fro* competition 
for certain contracts. Antitrust legislation is also seen as a problem, 
particularly in light of the Japanese trading companies and contortla which 
operate freely in Korea. The taxation of foreign earned income Is also a 
matter of concern in Korea since U.S. firms are increasingly hiring third 
country nationals who, it is believed, are less cceaitted to promoting the 
sale of U.S. equipment.

Kuwait. The taxation of foreign earned incoe« aid the antlboycott 
regulations were seen by the embassy as the cost important disincentives. 
Export controls, particularly those relating to arsis, and the foreign Corrupt 
Practices Act were viewed as soaewhat less irportant. The embassy noted that 
U.S. taxation of foreign earned incoc* increases the cost of utilizing U.S. 
personnel and makes it difficult to compete; third country nationals are 
often employed instead. In addition, expatriate advisors working for the 
Kuwaiti Government often influence procurement decisions, to the extent that 
Americans cannot fili these positions there is a tendency for procurement to 
go to non-U.S. sources.

In consenting on antlboycott regulations, th« embassy voiced particular 
concern on the prohibiting of U.S. exporters fron furnishing Information 
about business relationships with boycotted countries 01 blacklisted persons.

Lebanon. The embassy stated that potential disincentives to U.S. exports lie 
In the taxation of fore490 earned incoa* and jnuboycott regulations. While 
relatively few U.S. businessmen remain 4n Lebanon owing to security 
conditions* they complain that U.S. tax In changes in recent year* place an 
onerous reporting burden on individual* and coapanies, and reduce U.S. 
competitiveness by taising ...e cost, of maintaining U.S. citizens in foreign 
countries. Antiboycott iegi-.'-"t"« *   raised fewer complaints, but the cost 
of legal counsel to smaller fire* may have prevented some of then from 
testing the Lebanese market.

Liberia. The embassy reported that taxation of foreign earned income and the 
Foreign Corrupt Practices Act ar« the disincentives most noticeable In 
Liberia. Apparently because of taxation problem, about two-thirds of the 
heads of Aaerlean companies in Liber ia are non-Axerleans. The embassy 
encouraged U.S. initiatives on export trading coopanies, noting that such 
companies can rid the U.S. of its d«pendenct on others for the selection and 
promotion of U.S. goods.

Luxembourg. The «ftba*s? icported that disincentives to U.S. exports do not 
have an Impact on shlpnentc to Luxembourg.
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Mexico. The embassy indicated that concern over the Foreign Corrupt 
Practices Act and Inadequate Exlmbank financing are the most frequently 
 entioned areas of disincentives to U.S. exports. In particular, the 
Inability of Exlmbank to meet the 'lots leader" financing offered by some of 
the European competitor* as well as the Japanese was Mentioned, especially 
with respect to large projects. In addition, the embassy stated that Its 
ability to support U.S. bidders on large projects was weakened by the 
antitrust Inhibitions on selecting a "chosen Instrument* to compete with 
foreign bidders who have no such restrictions.

Morocco, The embassy in Morocco did not report on U.S. export disincentives.

Netherlands. The embassy reported four stajot disincentives to U.S. exports. 
Taxation of foreign earned income is the most persistent ccmplalnt by U.S. 
businesses, who say it has become too expensive to keep U.S. nationals In the 
Netherlands] as a result, fir** have hired foreign nationals. In turn, these 
foreign nationals look to non-U.S. sources of suppl/. Export controls on 
strategic good* to the Soviet Union ate reported to have caused problem* for 
U.S. firm*. Unsuccessful bids on subcontracts under contracts won by third 
countries have resulted because of uncertainties a* to whether U.S. firms 
could fulfill contract obligations. Antlboycott laws have reportedly 
affected U.S. subsidiary sale* to Arab countries. The foreign Corrupt 
Practices Act has raised business complaints that th«U sales In countries 
where special 'fees* are a way of life have been curtailed.

Hew Zealand. The embassy reported that the primary disincentive Involves 
delays in th« granting of export licenses, which have hurt the reputations of 
some U.S. exporters. The length of the delays has at times been several 
months. Firms selling computers and related equipment w*re cited as 
particular examples.

KigerU, The embassy reported that the Foreign Corrupt Practice* Act Is 
cited as the most significant disincentive to U.S. exports. Some sort of 
payment or bribe Is said to be required universally at every step of a 
transaction, while U.S. companies have no problem with small payments, which 
art comparable to service charges or tips* the payments usually necessary to 
complete large transactions are precluded by U.S. law.

Taxation of foreign earned income has led to the practice ol hiring third 
country nationals in order to reduce cost*. These people are oriented toward 
their home countries and their recommendation* are likely to Usi to a shift 
from American to foreign sourced goods and services. However, there Is 
growing pressure to replace foreign personnel with Nigerians, which could be 
more favorable to U.S. business, since Nigerians who replace expatriate* 
often have been trained in the United states.

Export controls have prevented U.S. companies from taking the initiative in 
selling military equipment. Other competitors get a head start on U.S. 
firm*, *lnx the U.S. company must wait to be invited to bid, often at a very 
late stage In the contract.

Norway. The embassy listed differing U.S. technical standard*, particularly 
with respect to offshore equipment, long delays in licensing of export 
control cases, and cargo preference requirements as the areas where Norwegian 
importers complained most about,U.S. regulations.
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Qatn. The embassy stated that the taxation of foreign earned Income and the 
Foreign Corrupt Practices Act are the major disincentives to U.S. exports. 
Antiboycott regulations ar« seen as a lesser, though still stgnlfleant, 
disincentive. The Middle Cast travel advisory last winter may have deterred 
some American citizens considering employment in C»an.

The FCPA has created problems for so«e U.S. firms, because a United number 
of educated OmanIs has resulted In an overlap among government and business 
leaders. U.S. firsts find they must often choose as their representative- 
cither an Omanl firm which does not represent their competitors hut Is owned 
by a government official, or an Omani firm not owned by a government official 
bit which represents a competitor. Clearing such representation to ensure 
FCPA compliance produces extensive delays. One local U.S. attorney reported 
a $20 million deal vas lost because the Oaani business/government official 
Involved was exasperated and insulted by the U.S. firm's attempts to protect 
Itself against FCPA problems.

Philippines. The embassy pointed out that taxation of foreign earned income 
is seen as making it increasingly costly *nd difficult to maintain U.S. 
offices with U.S. personnel, especially since other foreign firms do not face 
such costs. The Foreign Corrupt Practices Act was also mentioned! due to the 
uncertainties surrounding this law, many firm* prefer to pass up business 
opportunities rather than risk possible legal problems. The embassy also 
reported comments made by the local American Chamber of Commerce which noted 
that U.S. domestic environmental laws, antitrust considerations and controls 
exerted foe foreign policy reasons had created problems for U.S. exporters.

Qatar. The embassy stated that taxation of foreign earned Income and ttw 
antiboycott regulations have formed physical and psychological barriers to 
the expansion of U.S. trade with Qatar. Stressing the importance of personal 
U.S. contacts, the post noted that the sale of U.S. products has been 
hampered by the tax provisions which have forced American firms to rely 
heavily on European experts. Additionally, substantial sales are also loat 
doe to antlboycott policies) local firms sometimes prefer not to deal with 
U.S. firms, so as to avoid the delays and paperwork. Substantial trade 
opportunities were reportedly lost during the Middle East travel advisory 
last winter.

Saudi Arabia. The embassy cited the taxation of foreign earned Income, 
antlboycott regulations, and the Foreign Corrupt Practices Act as the primacy 
disincentives to U.S. exports. The taxation of foreign earned Income has 
made U.S. firms increasingly uncompetitive and results in the hiring of third 
country personnel. Some of the largest and best established U.S. 
construction firms are shifting from the manpower Intensive construction 
field towards service contracts, and even here more third country workers are 
being employed. Antiboycott regulations are seen as discouraging small and 
medium businesses that cannot afford legal counsel to provide case-by-case 
advice.

Singapore. The embassy referenced the policy papers prepared by the Asia 
Pacific Chamber of Cconercc for the January i960 Joint Economic Commission's 
East Asia Study Mission as highlighting the high priority problem areas. 
These Include: taxation of foreign earned Income, antitrust problems
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connected with U.S. consortium bidding, uncertainties and costs of complying 
with the foreign Corrupt Practices Act, and the problems Involved In forcing 
trading companies.

South Africa. One of two primary disincentives cited by the embassy Is 
Export Administration Regulation 175, which prohibits the sale o! any U.S. 
origin product or products containing U.S. components ot technology to the 
South African police and military. U.S. firms feel that this regulation has 
crtated an atmosphere of distrust regarding the general reliability of U.S. 
 uppllers.

Equally significant as an export disincentive is the Evans Amendment to the 
Export-Import Act, which prohibits the o*e of any Eximbank facilities by 
South African companies unless the U.S. Secretary of State certifies that the 
companies are meeting specified labor standards. The embassy noted that 
while the short-term impact appears to be very lisited, it does seem to be 
posing difficulties for smaller U.S. exporters vho do not have the resources 
or contacts to arrange alternative financing or cannot absorb the insurance 
risk themselves. In the medium to longer term, U.S. exporters may find 
themselves at a competitive disadvantage to Europeans in bidding on major 
capital projects.

Another disincentive mentioned by the embassy involves the taxation of 
foreign earned income. This has enforced the trend for U.S. firms to be 
headed In South Africa by non-Americans, who Are seen as less coanittvd to 
purchasing from the United States.

Spain. The embassy reported that the main area of concern is a view that the 
United States is an increasingly unreliable supplier. Two Incidents, the 
soybean embargo and the passage of the Nuclear Konproliteration Act, have 
caused this view. The latter is seen a* being in conflict with previous U.S. 
obligations regarding nuclear supplies.

Switzerland. According to the eabassy. U.S. export control regulations and 
procedures are often regarded as overly bureaucratic, extremely 
time-consuming, and painfully cumbersome by U.S. firms or agents of U.S. 
suppliers operating in Switzerland. Swiss om firms (manufacturers of 
original equipment depending on computer o: electronic strategic goods a* 
component pacts for the systems they produce and export1 are known to give 
preference to third country suppliers whenever possible.

The U.S. tax obligation of American citizen business representative* 
stationed in Switzerland is frequently cited as an important disincentive, 
impacting in several ways, first, it discourages the employment of American 
citlsens by American firms because of the higher salary cost incurred in 
offsetting the employee's tax obligation. Second, as the number of Americans 
employed by firms of any nationality decreases, opportunities to influence 
sourclng and procurement decisions decrease by approximately the same 
magnitude.

Syria. The embassy reported that U.S. exporters view U.S. antlboycott 
regulations as a serious problem. The foreign Cortcpt Practices Act, and the 
uncertainties surrounding it. were aiso seen as limiting the flexibility of 
U.S. firms and restricting their ability to reepond to even legitimate 
situations.
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Turkey. The embassy stated that the main U.S. disincentives are those 
related to national security controls and the Foreign Corrupt Practice* Act. 
The Turkish Government, the main Importer, is said to overreact to 
prosecutions under the Act by assuming guilt on all those associated vlth the 
firm in question. Ift these Instances the Turkish Government has refused to 
deal with the representatives even if they have not been lapllcated or are 
representing another firm,

United^rab Emirates. According to the embassy, taxation of foreign earned 
Incom* has had the greatest negative effect on U.S. exports. U.S. exporters 
can be dlsadvantaged by tax lavs in two ways. By hiring a British, engineer* 
for example, a firm can be more price-competitive but, to the extent the 
engineer use* British standards and equipment, potential U.S. equipment 
suppliers lose export opportunities. If, Instead* a U.S. firs employs 
Americans, costs rise* and the fit* is no longer able to compete in price 
against foreign bidders.

Uncertainty about the FCPA also poses significant problems. Foreign fir** 
operating In Abu Dhabi *re required by law to work with a local agent or 
sponsor* the most capable of which often have government responsibilities. 
Of all nationalities doing business, only U.S. firm* must fac* th« risk that 
seeking the best representation in a highly coapetitive Barket might bring 
then into conflict with U.S. law. The embassy is aware of instances where 
U.S. firms felt themselves unable to work with « competent, well-educated, 
and highly respected local businessman because he also served In the Abu 
Dhabi Government.

Dnit»d King-torn. The embassy reported that there is little evidence that U.S. 
exports have been significantly hurt by export disincentives. Some 
dlssatlafaction over export licensing delays, however. 1* reported by 
business. Since these delays are generally related to high technology goods 
not easily substituted froa other sources, the Impact was seen by the post as 
minor. Further, while U.S. businessmen complain about the taxation of 
foreign earned Income, the embassy had no evidence that U.S. exports have 
been adversely a!fee ted.

Venezuela. The eabassy noted three primary disincentives to U.S. export* to 
Venezuelai taxation of foreign earned incoae. the officUl U.S. position on 
Investment, and th* Foreign Corrupt Practice* Act* Taxation of foreign 
earned income was cited as the most Important of these. U.S. Investment 
policies were noted as disincentives in instances where there is a direct 
link between investment in a project or industry and export*. In contrast to 
U.S. policies, the Japanese and European* actively encourage Investment in 
those sectors of the Venezuelan economy which have substantial export 
requirement*, particulatly since the investor is otten a Japanese or European 
state-owned enterprise. In reference to the Foreign Corrupt Practices Act. 
it wa» pointed out that Jocal U.S. businesses feel that they have to play by 
a completely different let of rules than do other competitors.
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EXPORT PROMOTION ACTIVITIES IN OTHER COUNTRIES

The export promotion activities of competitor nations have been studied 
intensively over the years. The most recent study va* prepared in 1978 for 
the House Committee on International Relations by the Congressional Research 
Service. Based principally on material supplied by the Department of 
Commerce, the study compared U.S. export promotion relative to its eight, 
major competitors. For purpo-ies of the present review, U.S. embassies vere 
asked to focus on new developments in other nations' programs. In general, 
the posts' comments did not reveal major changes in the nature or scope of 
export promotion programs.

Twenty-nine embassies reported on export promotion programs or specific 
financial Incentl^s sponsored by other countries. These 'own country* 
export promotion activities varied substantially among countries, from simply 
providing tax rebates or government export credits, to broad based networks 
of public-private support, including long-term expoit planning and targeting, 
trade shows, trade missions, and "commercial prospectors' in foreign 
countries.

Two-thirds of the eebassies reporting own country promotion activities were 
in developed countries. Host developing nations do not have their own export 
promotion programs. Howtver, ten posts in less developed countries reported 
that their countries had some fora of promotional activity   again ranging 
from tax rebates to trade fairs and sarket studies. Export promotion in some 
LDCs, like Bangladesh, was reported to be quite active, while in others, like 
Ghana, it was termed sporadic.

Fifteen embassies, whose countries do not have their own export promotion 
programs, reported instead on third countiy export promotion activities In 
their countries. Host of these consents were tade in the context of actual 
or Implied comparisons with U.S. promotion activities in the country. Zn 
virtually every case, the third country (e.g., Japan, West Germany, United 
Kingdom, France} was seen to have advantages over the United States, Some 
third country competitors offer better or more flexible export financing, 
others have more of their nationals in the host country to promote exports, 
and still others have sought special government-to-government commercial 
agreements which provide a fraaework for export transactions.

Among the major industrial nations, there rtMins a great deal of diversity 
regarding the size and vigor of their official export promotion activities. 
Some cojntries, such as Switzerland and West Germany, continue to have rather 
small government programs, which rely mainly on their Chambers of Commerce 
and the private sector to promote foreign interest in export goods. Since 
the support Is indirect, it may be understated, particularly In the case of 
West Germany. Other countries, including Japan, France, the United Kingdom 
and Italy, have large active government export promotion programs. One trend 
discerned by the overseas posts among the major industrialized nations is a 
new policy toward cost recovery in government export promotion programs. 
Governments have raised the feea charged to exporters who participate In 
these programs to recover the cost of providing this asslstence. while 
subsidies are still granted to exporters, these subsidies are limited to 
specific targeted cases. This new policy toward cost recovery Is similar to 
initiatives recently taken by the U.S. Department of Commerce.
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Individual Embassy Coontnts

This section summarizes embassy cooments on the promotion activities of some 
of the major Industrialized exporting nations.

Canada. The Canadian Government continues to focus its export activities on 
helping businessman develop new markets. Tne rrogra* for Export Market 
Development (PEHD) finances business trips abroad for the purpose of bidding 
for foreign clients. If successful, recipient companies repay the 
Government. POT) also provides incentives for s«all and median-sized firms 
to form export consortia. In IT 1978-79, PB1D assisted sooe 1300 companies 
through loans or contributions. The Government also has given special 
emphasis on foreign capital projects in developing countries.

Until nov, Canada has not targeted ^eographic areas ot cosaoditles; however, 
the Department of Industry, Trade and Coewerce has begun a pilot progran 
under vhich missions are targeted to the 10 most promising Markets in their 
jurisdiction.

federal Republic of Cetaany. The embassy reported that West Germany's export 
pronotion program nac not chained over the past few years t it remains highly 
effeoct/e. Aaong the West German programs is on« that encourages private 
firms co invest in developing countries. The program entitles companies to 
build up their free reserves to 1$ percent of the it total caplt.il investment 
If they Invest more than 25 percent equity in a developing country.

The services of German exporters are free of cost to project authorities for 
technical assistance and advice. For India, loans are available to private 
and public Indian enterprises and financial lending institutions for direct 
Imports *nd Investment purpose*.

.Italy. The Italian Government has a vigorous export promotion program 
administered by ICE. the Italian Foreign Trade Institute. The ICC structure- 
has recently been conpletely reorganized) froa Us original country^ program 
lines to new product/industry lines. As added support, a sophisticated 
on-line computer systea tsimilar to WITS} has been included to handle trade 
data. In addition to an active event program, the ICE activity Is also 
supported by an extensive system of export credits and insurance.

Japan. Japan's export protection activities include a reserve in the form ot 
a tax deferral over a five-year period for racket developaent for small* and 
medium-sized firms. It also provides low interest development loans to 
promote technological development and knowledge intensive industries. In 
addition. It provides special tax incentives for targeted sectors, R I D 
subsidies, and market guarantee programs. The embassy believes, however, 
that this assistance has only a moderate effect on Japan's export 
performance, because xajor exporters do not benefit fron the programs.

Switzerland. The Swiss Office for th* Development of Trade is responsibly 
fo; official export promotion programs. Wniie this office has b modest 
budget. Its services are highly effective. Official export promotion 
programs are operated under a cost recovery concept and fees are charged for 
these services. Swiss exporters can also rely on the excellent r.pport ot 
Switzerland's highly developed service sector.
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Un ii t ed K i nQdoa. The eaba^sy reported that U.K. export promotion efforts arc 
highly professional and receiv* support ftoa in-Iuitry. Moreover, the trade 
development agencies in the U.K. are less encasJyred than those in the United 
States by laws and regulations that tend to inhibit firns In cospetim? for 
overseas contracts. The level of funding 1^ fir in excess of U.S. export, 
promotion progress aM the Dsha?sy belie •*•* th-ji ihi« ji r^fl^cted in a 
higher degree of personal service -)wen to ?xputters. However, th* British 
Covernacnt's recently announr-ed austerity budget has cut fuivK destined to 
support export proaotion. Exaaples of the budget reductions ar* a staff cut 
of 100 (lot). J SO percent cut in trade aission% and an increase in chirg*-* 
to recover 50 percent of direct costs.

British exporters enjoy certain exportin-j advintigo' in India, Qstit and th<> 
United Arab Eatrates because of tlwu hi-Jtoricjl linnv. with ih*j* coontries. 
In Nigeria, where the 'J.K, has th«- Ur-7<".t corp^ti'oi mrkct =-ha(e, \h* U»K. 
Government promoto-; cyporf. pir* icuiarly by encojuajiiv) Btifisa nationals to 
serve and r«>0ait abroad for long
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APPENDIX D. SUMMARY OF PRIVATE SECTOR COMMENTS ATO SUGGESTIONS

The President directed the Secretary of Commerce and the U.S. Trade 
Representative to consult with business and labor on export promotion and on 
potential programaatic and regulatory disincentives to exports. Extensive 
private sector cotments front exporters, trade associations, labor unions, 
export intermediaries and others were sought in order to obtain a conplete 
view of promotion programs and potential disincentives to exports trot the 
perspective of the companies and persons affected by them. Private sector 
comments were obtained principally through responses to a Federal Register 
notice and through special in-depth conferences.

FEDERAL REGISTER NOTICE RESPONSES

A request for information published in the Federal Register on April 29, 
1980, sought coonents on both promotion programs and potential 
disincentives. The notice stressed that all inforaation submitted would 
becone part of the public record and that no "business confidential" 
information would be accepted. The Federal Register notice was widely 
publicized to trade associations, trade publications, and the industry and 
labor KTH advisory cocnittees.

A total of 248 responses to the Federal Register notice were received. Sone 
were as short as a single page, while others were more than 10C pages. The 
average response was three to four pages. About 30 percent of the responses 
were from associations, including business and labor unions as well as state 
economic and export councils. A sample of the responding associations 
includes the National Grange, U.S. Chamber of Comaetee. Emergency Committee 
for After lean Trac*e, National Association of Manufacturers. AFL-CIO, American 
League for exports and Security Assistance, National Foreign Trade Council, 
National Farmer's Union, Montana Department of Community Affairs, State of 
New York Department of Commerce, State of Florida Department of Citrus, 
Aerospace Industries Association, and Pharmaceutical Manufacturers 
Association. Most of the remaining responses caxe fro* individual 
businesses. The firms responding [--presented a wide range of econoaic 
activities Including construction, heavy equipnent, iron and steel, textiles 
and clothi09, fruit and vegetables, foods, chemicals, pharmaceuticals, banks, 
lione appliances, rubber, health care, aircraft, fain machinery, computers, 
and retailers. Responses were received from small and mediua~sized coopanies 
as well as from largs companies.

Most respondents limited their remarks to citations of policies and 
regulations which they believed hindered export expansion. Other responses 
cited more specific case examples that illustrated t.ie perceived effect of 
these policies. So** respondents recommended specific steps to ameliorate 
the adverse effects on exports. Most of the responses contained comments on 
more than one area of export promotion or disincentives.



249

D - 2

The largest number of responses received discussed export promotion and 
export financing. Approximately half of the respondents mentioned some type 
of export proootion program; nearly 30 percent included remarks on 
financing. Taxation of Americans abroad was the most frequently listed 
export disincentive. Figure 1 depicts the distribution of responses on 
particular topics.

Export Financing and Promotion

The respondents raised a number of issues pertaining to export proootion. 
The overwhelming majority of respondents supported the concept of federal 
assistance to exporters and existing Federal export proootion programs. For 
the most part, they focused on ways in which Federal assistance to exporters 
could be strengthened. In the following discussion, issues are ordered 
according to their frequency of mention In the responses.

Export- Import Bank financing received the aost attention. While most 
respondent* supported existing Cximbank programs, oany called for increased 
financing authorization and more competitive financing. Some respondents 
suggested broader insurance coverage in "high risk* areas. Others called for 
increased financial assistance for shorter terns at rates specifically suited 
to the needs of various industries (such as textiles}. Some snail and 
medium-sized firms were critical of Eximbank programs, stating that these 
programs did not address their needs. One recommendation called for the 
Eximbank to make available discount loan rates comparable to its direct loan 
rate. Another recommendation called foe the United States to use 'mixed 
credits" to meet foreign competition.

Among promotion and incentives, tax deferrals afforded by the Domestic 
International Sales Corporation (DISC) were mentioned often. Respondent* 
viewed the DISC program as useful and believed it should be strengthened. 
One firm wrote that DISC was particularly helpful to the new-to-export tit* 
in meeting start-up costs. Another respondent thought the DISC program 
encouraged avail and aedium-s.**0 **i*; to export actively. However, another 
respondent suggested that confusion surounding the DISC program. had reduced 
Its usefulness, and th*t paperwork requirements had damaged much of its 
effectiveness.

The reaction ua Commerce's staff assistance frcn the field offices and frost 
overseas posts *as mixed. A number of respondents warmly praised Commerce's 
counseling, informational aid programing set vices. One industry association 
stated that participation in Commerce's export promotion programs has been 
the major reason for the draaatic increase in exports of its industry's 
products in the past two years. Other respondents wrote of less satisfying 
experiences. These cements centered on insufficient staff knowledge about 
business, poor communication between the field offices, overseas posts and 
Washington headquarters, and slow staff responses to requests for information.

Comments about Federal assistance to small and mediua-sized firms were also 
received. Respondents urged tailoring Federal assistance programs to small 
and medium-sized firms that lack the resources to export without some Federal 
aid, particularly in the start-up phase. Several recoomendations were made 
to Improve Federal informational, financial and counseling assistance to 
 mall- and medium-sized firms.
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FIGURE 1. Distribution of Federal Register Notice Responses by Topic
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The coaplexity of thv federal Government was the subject of some comments. 
Among the complaints were conflicting and onerous Federal regulations, 
paperwork overload, and jurisdictional conflicts among ind within agencies, 
One respondent suggested that the succession of naae changes for agencies 
involved in exporting programs has made obtaining Federal assistance »ore 
difficult.

Trade shows received the nost attention among the various Coonerce programs. 
Most of the respondents viewed the program as an excellent vehicle for 
initial market research and overseas exposuie. Criticism of the program was 
comparatively small, ranging fro* assertions that the benefits of the program 
were not worth the cost of part.cipation, to arguments that the Government 
was competing with the private sector in sponsoring trade shows and 
exhibitions.

Finally, establishment o( export trading companies was supported by all 
respondents who discussed it. Respondents stated that the snail fir* is at a 
disadvantage when coapeting with foreign trading companies, many of which 
have the tacit support, of their governments. Respondents believed trading 
companies would boost their exports by providing the* with a variety of 
export expertise and services, some respondents *tated foreign customers 
would see a definite advantage in dealing with U.S. trading companies because 
 ore of the buyer'r needs would be. met by the aeabcrs of a single business 
entity.

Disincentive Responses

The export disincentive receiving the most coonent was the taxation of 
Americans abroad (Sections 911 and 913 of the Tax Code]. One-fourth of all 
respondents cited these rules as being an export disincentive* and nost of 
these responses indicated the issue to be the principal disincentive in their 
view. Some of the responses on this issue were tore than 100 pages, 
including attachments and case information subnitted. Many respondents 
pro/ided ctse infornation indicating that the tax regulations had increased 
the cost of e*ploying Americans abroad so significantly relative to foreign 
nationals that they were sending their Asencan eaployees hone and were 
replacing thes with foreign nationals. Construction companies and 
associations were particularly vocal on the tax rules, providing a 
considerable amount of case information showing the ru*es had increased their 
costs and made them, less competitive.

The foreign Corrupt Practices Act iFCPA) was the next, most frequently 
 entioned disincentive to U.S. exports. About IS peicent of the respondents 
termed it a deterrent to exports, (tost of the consents concerned perceived 
ambiguities in the FCPA. Respondents provided exuples of the uncertainties 
that they believed were created by the Act.. Some cemented on the costs aid 
tine required in checking transactions or agent* to ensure there was no 
chance of running afoul of the law.

Numerous response? mentioned export controls, *nclod.ng national security, 
foreign policy, aras, nuclear, and hazardous substances controls. 
Respondent* were oost concerned about the use of controls when the goods
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being controlled were available from other supplier countries. A frequent 
view was that the United States should not control exports In eases where 
there was foreign availability. Some respondents thought that controls 
created an impression that U.S. companies were unreliable suppliers. Many 
respondents indicated they were affected by lengthy licensing procedures and 
by attendant delays and uncertainties. Respondents also complained about 
paperwork burdens and the cost of complying with licensing procedures. Sone 
respondent* questioned whether all the requlrenents were really necessary.

Other potential disincentives to exports mentioned f recently included 
antlboycott regulations ~ particularly the existence of separate regulatory 
program* in Comaerce and Treasury ~ and what respondents viewed as 
insufficient protection from antitrust laws in forming cootortit to export 
overseas. Weaknesses in the Webb-Pomerene statute were Mentioned by several 
respondents. Domestic regulations affecting the cost of exports were 
mentioned by some respondents, but exporter concerns in this area were 
considerably less than in the other areas of export disincentives. 
Environmental laws and regulations received attention by several respondents 
as raising their costs and reducing their competitiveness. Some companies 
pointed out difficulties they were having in complying with export procedures 
mandated by environmental and safety regulations.

In-depth conferences with private sector representatives were held on the 
following areas: export controls, code o£ conduct IFCPA and antiboycott 
regulations), taxation, export financing, and export pronction. A separate 
conference was held with AFL-CXO representatives and covered all disincentive 
and promotion issues of interest to labor. These conferences provided 
specific information which was unavailable from other sources and helped 
clarify some issues. Suggestions for alleviatirg soee particular problems 
were also discussed.

Export Controls Conference

The conference on export controls centered on discussions of foreign policy 
and national security controls, participants' concerns in these areas fell 
into five general categories:

1. Participants believed that other policy goals often override foreign 
availability considerations.

2. Participants believed that the current system introduces needless 
delays and an excessive ssount of uncertainty Into the exporting 
process.

3. U.S. controls were seen as overly restrictive compared to those 
imposed by U.S. allies.
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4. Unilateral controls were thought to deprive exporter* of sales which 
ultimately 90 to competitors.

5. Finally, participants believed that economic sanctions have helped 
to create an image of the United States as an unreliable supplier.

Private sector recoawendations for change included stricter enforcement of 
the Export Administration Act's limitations on the use of foreign policy 
export controls, removing all license requirements to COCOH countries, and 
allowing concurrent procurement of import certificates and export licenses.

Code of Conduct Conference

The conference considered the impact ot the Foreign Corrupt Practices Act 
(FCPAJ and antiboycott regulations on U.S. exports, and produced   
significant amount of anecdotal Information regarding the FCPA.

The participants unanimously Agreed that the ambiguity they saw in many of 
the FCPA's provisions has serious adverse effects on U.S. exports. A 
spokesman for small business stated such fires are particularly hard hit by 
the uncertainties of the FCPA because the cost of ensuring they have compiled 
with the Act is so large relative to the value of the transactions. Various 
participants comented on the chilling effect th* Act has on their 
international business. Some reported Instances where U.S. firms have 
stopped doing business altogether in particular countries because of the 
costs and uncertainties associated vith the FCPA.

The participants generally believed that the new Justice FCPA Review 
Procedure would not be very useful because ot' the necessity of making quick 
decisions, the reluctance of many foreigners to undergo a time-consuming 
evaluation, and the fear of the release of 'business confidential* 
information. Several suggestions were made to clarify the Act by either 
issuing guidelines or caking legislative changes. There was general 
agreement that th« illicit payments problem should be approached 
mult {laterally. The participants saw no need for dual SEC and Justice 
jurisdiction and believed th«t enforcement responsibility should be placed 
exclusively In the Justice Department.

The discussion of antiboycott regulations suggested that a workable balance 
had been developed, with relatively little uncertainty. Suggestions were 
madt to either harmonize the Comerce and Treasury regulations or to 
eliminate the Treasury program. Participants complained about provision* 
which preMMt * firn from objecting to false charges which place It on a 
blacklist. Sea* participants viewed the present reporting requirements as 
excessive and costly.

Taxa t1on Con fe rence

The Taxation Conference focused on three major issues -- taxation of 
American* abroad (Section 911/913), foreign tax credits, and the DISC. On 
911/91). participants unanimously asserted that it seriously affected
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export*, citing higher cost* of doing business abroad and claiming loss of 
sales due to foreign nationals specifying own country products in projects. 
The participants agreed that conplete exemption of foreign earned income 
would not be the solution. Remedies suggested included a return to the 
pre-197  law or a higher celling on llmitations coupled with residency 
requirements.

The group also suggested the need for better and more certain foreign tax 
credit regulations, observing that Treasury has been slow in issuing 
regulations In the area. On the issue of DISC, participants noted the 
coaplexlty of complying with DISC regulations, the uncertainty of its 
retention, and difficulties in its use by siull and aediun-sised companies.

export Financing Conference

The Export Financing Conference discussed ways of isproving export financing, 
especially Export-Ieport Bank financing, given the tight budgetary 
constraints. It was generally agreed that in the short tern the only 
available alternative to the Export-J»port Bank was to borrow from the 
Federal Financing Sank. Conference participants generally felt that for the 
longer run, consideration should be given to increasing the Export-Import 
Bank's loan authority and to Baking acre medium tera loans. The suggestion 
was »ade to move the Export-Import Bank "off-budget* or to a different part 
of the budget. There was a consensus that the international agreement on 
export credits scheduled for negotiation by Deceaber 1, 1980, was needed.

Labor Conference

Unlike the other conferences, the labor conference was not confined to a 
single Issue. The entire range of promotion and disincentive questions was 
covered. In general, labor representatives indicated opposition to changing 
most of the present U.S. laws and regulations affecting exporting. For 
exaaple, on the taxation of foreign earned income, the view was expressed 
that the 1978 changes in th« laws were sufficient, and that any further 
broadening of the exemption would be unfair to American workers employed in 
the United States. The Foreign Corrupt Practices Act was seen as embodying 
the correct policy for U.S. firms to follow, but it was noted that labor 
would not object to elaboration or clarification of the law so long as 
loopholes for bribery were not created. Labor also supported present export 
controls, stating that, if anything. U.S. controls have been too lenient, not 
too harsh. Additionally, labor expressed the strong view that environmental 
and safety regulations should not be viewed as export disincentives. Concern 
was expressed that exporting needs could be used as an excuse to water down 
regulations protecting health, safety, and the environment.

Export Promotion Conference

Major concerns expressed at the conference included the technical problem* 
faced by small exporters, the perception of an insufficient number of 
Incentives (financial and otherwise) to exporting, the need for support for
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export Management coapanles, the use of banks as entrepreneurs In the 
proposed Export Trading Company legislation, and of the effect of trade 
barriers In other countries. Suggestions for improving export promotion 
efforts were vide ranging. Sone participant* called for changes or increases 
In trade Missions and trade shows, such as holding industry-sponsored shows 
in host countries. Increasing advertising on the availability of trade 
centers for individual shows, and jsing Bore Cooaerce officials in the 
 hows. Other suggestions were directed at Identification and targeting of 
export Markets, Improving trade leads (both fresher and nore long-tern 
lead*), using the KITS data base to expedite trade leads, and increasing the 
use of export »anage»ent companies.
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APPENDIX E. CONVENTIONAL ARMS TRANSFERPOLICY STATEMENT

Presidential Directive U. 13 May 1977

The virtually unrestrained spread of conventional weaponry threatens
 tab!lit/ in every region of the wetId. Total aras sale* in recent years 
have risen to over $20 billion, and the United States accounts for mote than 
one-half of this amount. Each year, the weapons transferred are not only
 ore numerous, but also vote sophisticated and deadly. Because of the threat 
to world peace embodied in this spiralling arm* traffic* and because of the 
special responsibilities we bear as the largest arms seller, I believe that 
the United States *ust take steps to restrain its arms transfers.

Therefore, shortly after my inauguration, I directed a coapiehensive review 
of U.S. conventional aras transfer policy, including all military, political, 
and economic factors. After reviewing the results of thU study, and 
discussing those results with members of Congress and foreign leaders, Z have 
concluded that the United States will henceforth view arms transfers as an 
exceptional foreign policy iapleient, to be used only in instances where it 
can be clearly demonstrated that the transfer contributes to our national 
security interests. w« will continue to utilize am* transfers to pronote 
our security and the security of our close friends. But, in the future, the 
burden of persuasion will be on those who favor a particular arms sale, 
rather than those who oppose It.

To Implement a policy of arms restraint. Z aa establishing the following set 
of controls, applicable to all transfers except those to countries with which 
ve have najor defense treaties (NATO, Japan. Australia, and New Zealand). He 
will remain faithful to our treaty obligations, and will honor our historic 
responsibilities to assure the security of the state of Israel. These 
controls will be binding jnless extraordinary circumstance* necessitate a 
Presidential exception, or, where Z determine that countries friendly to the 
United state* must depend on advanced weaponry to offset quantitative and 
other disadvantages In order to maintain a regional balance.

1. The dollar volume fin constant n 197$ dollars) of new conaltaents 
under the Foreign Military Sales and Military Assistance Programs for 
weapons and weapons-related Hems in FY 1978 will be reduced from the 
FY 1977 total. Transfer* which can clearly be classified as service* 
are not covered, nor are coonerclal sales, which the U.S. Government 
monitors through the issuance of export licenses. Commercial sales 
are already significantly restrained by existing legislation, and 
Executive Branch policy.

2. The United States will not be the first supplier to introduce into a 
region newly-developed, advanced weapons system* which could create a 
new or significantly higher ccwbat capability. Also, any comrtltnent 
for sale or reproduction of such weapons is prohibited until they are 
operationally deployed with U.S. forces, thus removing the incentive 
to promote foreign sales In an effort to lower unit cost* for Defense 
Department procurement.
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3. Development or significant Modification of advanced weapons 
systems solely for export will not be permitted.

4. Coprodjetton agreement* for significant weapons, equipment and 
major components (beyond assembly of subcomponents «nd the 
fabrication of high-turnover spare parts) are prohibited. A 
limited class of Iteiu will be considered for coproductlon 
arrangements* but with restrictions on third-country exports, 
since these arrangement* are Intended primarily for the 
coproducer*s requirements.

5. In addition to existing requirements of the law, the United 
States, as a condition of sale for certain weapons, equipment, 
or major components, may stipulate that we will not entertain 
any requests for retransfers. By establishing at the outset 
that the United States will not entertain such requests, we can 
avoid unnecessary bilateral friction caused by later denials.

(. An amendment to the International Traffic in Arms Regulations 
will be issued, requiring policy level authorization by the 
Department of State for actions by agents of the United States 
or private manufacturers which might promote the sale of arms 
abroad. In addition, embassies and military representatives 
abroad will not promote the sale of arms and the Secretary of 
Defense will continue his review of government procedures, 
particularly procurement regulations, which may provide 
incentives for foreign sales.

In formulating security assistance progr&ns consistent with th*se 
controls, we will continue our efforts to promote and Advance respect for 
human rights In recipient countries. Also, we will assess the economic 
Impact of arms transfers to those less-developed countries receiving U.S.
 cononic assistance.

I am Initiating this policy of restraint in the full understanding that 
actual reductions In the worldwide traffic in arms will require 
multilateral cooperation. Because we dominate the world market to such a 
degree. I believe that the United States can, and should, take the first
 tep. However, in the tmedlate future, the United States will meet with 
other arms suppliers, including the Soviet Union, to begin discussions of 
possible measures for multilateral action. In addition, we will do 
whatever we can to encourage regional agreements aaong purchasers to 
limit arms Imports.
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APPBiDIX F SUMMARY OF STATUTORY COHTjMLS ON EXPORTS OF HAZARDOUS SUBSTANCES

ThU appendix suawarizes the statutory authority lot controls on exports of 
hazardous substances. All Materials ar« presented in two tables:

Table 1. Statutes Affecting the Export of Hazardous Products

Table 2. Regulatory Authority to Control Exports of 
Hazardous Substances
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TABLE 1. STATUTES AFFECTING THE EXPORT OF HAZARDOUS PRODUCTS

Act Product Class Agency*

Consumer Product 
Safety Act

C en suttee Products Consuavr Product 
Safety Ccanlsslon

Federal Hazardous 
Substances Act

Chemical Substances (toxtc, 
corrosive,flamable oc 
explosive products) 
Toys (articles Intended for 
use by children)

Consumer Product 
Safety Commission

Flamable Fabrics Act Fabrics Consumer product 
Safety Commission

Federal Insecticide, 
Fungicide and 
Rodentlcldt Act

Pesticides Environmental 
Protection Agency

Toxic Substances 
Control Act

Chemical
Substances

Environmental 
Protection Agency

Public Health Service 
Act

Biologies 
Electronic Products

Food And Drug 
Administration

Federal Food, Dru? 
«nd Cosmetic Act

Food
Drugs (approved and 
unapproved, Investigations! 
and non-Investigation*!) 
Cosnetics 
Medical Devices

Food and Drug 
Administration

Federal Heat 
Inspection Act

Heat and Heat Products Food Safety and 
Quality Service, 
Department of 
Agriculture

  The Custoas Service of th* Treasury Department assists soac of these 
agencies in enforceaent.

table continued
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Table 1. Statutes (continued)

Act Product Class Agency*

Poultry Products 
Inspection Act

Poultry and Poultty
Product*

Food Safety and 
Ouallty Service, 
Department of 
Agriculture

Export Administration 
Act

CineraI Materials 
and Inforsatlon

Department of 
Connerce

Export-lrport Bank 
Act

General Cxport-Iaport Bank

Foreign 
Assistance Act

General Overseas Private 
Investment Corp.

Agency for Znter- 
tutlonal Development

National Environmental General 
Protection Act

Council on Cnvtron- 
leental Quality

  The Customs Service of the Treasury Departaent assists sooe of thes* 
agencies In enforcement.
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TABLS 2. RBCUIATORY AUTHORITY TO CONTROL EXPORTS OF HAZARDOUS SUBSTANCES*

CONSUME PRODUCT SAFETY COMMISSION

Consumer Product Safety Act 15 USC 2051

Products Consumer products—articles used in and around the 
residence, school, or in recreation for the person*! 
use, consuaptlon, or enjoyment of a consumer, except 
tobacco, motor vehicles, pesticides, boats, amounttiort, 
aircraft, foods, drugs, cosmetics, <v aedtcal devices.

15 USC 2052(a)(l)

Regulatory CPSC can Uj set mandatory Fs<ieral standards for products 
Authority Tor which pose an unreasonable risk of injury, (2) ban prod* 
Domestic Use ucts which pose such risk if no standard can adequately 

protect the public, (3) seek a court order to seize 
products which contain an Iwainen* hazard, (4) order 
prc-iurket notice of new products, (5) mandate labeling 
and data disclosure requirements, and (6) order public 
notice and recall of products presenting substantial 
product hazards..

IS USC 2056-2058: 2061-20(4; 2076<e)

RegulatoryAny product can be exported (except to U.S. installs- 
Authority tions outside the U.S.) if It (1) is manufactured 
For Exports or sold for export purposes and has never be«n distri 

buted in the U.S., and (2) is labeled for export.

Before exporting any product which does not comply with 
a product safety standard or is banned by rule, the 
exporter nust notify the CpSC 30 day* (or less 1C CPSC 
approves) prior to export. CPSC notifies the foreign 
country of the exportation and the basis of the standard 
or rule. CPSC also files a statement In the Federal 
Register.

If the CPSC deteraines that exportation of a product 
presents an unreasonable risk of injury to U.S. 
consusers. It «*y prohibit exports of that product.

15 USC 2067

  Based on Appendix A of 'Hazardous Substances Export Policy: A rifth Draft 
Paper of the Ad Hoc Working Croup," prepared by th* Office of the Consumer 
Adviser to the President.

table continued
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Table 2. Regulatory Authority (continued)

CONSUMER PRODUCT SAFETY COMMISSION 
(continued)

Fedejral Hazardous jubstances Act___________________15 DSC 1261

Products Substances which are (1} toxic, corrosive, irritants, 
strong sens!ttiers, flaweable, cot&ustible, or which 
generate pressure and which Buy cause substantial 
personal injury or illness, and (2) toys.

15 USC 1261

Regulatory CPSC may ban hazardous substances, requite labeling, and 
Authority For seek a court order to seize noncotoplytng products, or 
Donestlc Use enjoin their distribution.

15 USC 1262; 1265; 1267

RegulatoryAny product not previously introduced tnto donestic 
Authority cosaerce can be exported if it is (1) in a package 
For Exports branded in accordance with the specifications of the 

foreign purchaser, (2) labeled in accordance with the 
laws of the foreign country, (3) labeled on the shipping 
package as intended for export, and (4) so exported.

Defore exporting any substance which is misbranded or 
banned, the exporter aust notify the CPSC 30 days (or 
less if CPSC approves) prior to export. CPSC notifies 
the foreign country of such exportation and the basis 
upon which the substance is considered aisbranded or has 
been banned. CPSC also files a notice in the Federal 
Register.

If CPSC d*tcraines that exportation of such substances 
presents an unreasonable risk of injury to persons in 
the U.S., it may prohibit export.

15 USC 1264(b): 1265(a); 12?3{d)
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Table 2. Regulatory Authority (continued)

CONSUME PRODUCT SAFETY COMMISSION 
(continued)

Fabric* Act___________________________15 USC 1191_______

Product* Heating apparel, fabric, interior furnUhlngs, or 
r lated materials. ' 15 USC 1191

Regulatory CPSC can set standard's, issue cease and desist order*.
Authority For and seek court order to *elze noncoaplylng products.
Dofteatlc Use IS USC 1193; 1195

Regulatory Any product can be exported (except to U.S. insulla-
Authority tlons outside the U.S.) if it Is labeled for export.
For Export* 15 USC 1202

CPSC Interprets this provision so as to require the 
manufacturer* of nonconplying goods to hav* the 
intention to export the goods at the Use of original 
manufacture.

16 CFR 1602.2

Before exporting any product which does not coaply with 
a standard, the exporter must notify the C?SC 30 day* 
(or less if CPSC approves) prior to export. CPSC 
notifies the foreign country of exportation and the 
basis for the standard. CPSC al*o files a statement in 
the Federal Registers

If CPSC determines that exportation of * product 
presents an unreasonable rists of injury to persons In 
the U.S., It may prohibit export.

15 USC 1202
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Table 2. Regulatory Authority (continued)

DEPARTMENT OF COMMERCE 

Sxport AdnlnUtration Act of »7g__________________SO USC App 2104*

Product* Articles, Materials, or supplies. Including technical 
data or any other Information.

RegulatoryNone. ~"~" 
Authority For 
Dowstic Use

Regulatory Department of Conner ce^in consultation with tKe 
Authority Secretary of State and appropriate Federal agencies, can 
For Exports limit exports to the extent necessary (1) to protect the 

domestic economy from the excessive drain of scarce 
materials and to reduce the serious Inflationary Upact 
from foreign demand (agricultural comoditle* Included 
with the approval of the Secretary of Agriculture); (2) 
to further significantly the foreign policy of the U.S. 
and to fulfill its international responsibilities; and 
(3) to exercise the necessary vigilance over exports 
from the standpoint of their significance to the 
national security of the U. S.

* SecMoo 6 of the Act, to b* codified in 50 USC App 2104.
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Tabl* 2. Regulatory Authority (continued)

ENVIRONMENTAL PROTECTION AGENCY 

l_? >»«ctlclde, fungicide^ and RQdentlclde Act USC 136

Products Substance* or mixtures of substances Intended tor 
preventing, destroying, repelling, cr tltlgatlng «ny 
pest, or for use as a plant regulator, defolUit or 
desiccant.

7 USC 136

Ktgulatory Registration of pesticides for specified uses upon a 
Authority For finding by EPA of no "unreasonable adverse effect on the 
DoMestlc Use environment"; EPA registration of pesticide producers; 

EPA can Issue "stop sale, use, or removal" orders and 
see* court orders for seizure of non- complying 
pesticides.

7 USC 136aj 136e> 176*

Regulatory 
Authority 
For Export

Pesticides are subject only to certain labeling 
regulations when intended solely for export and prepared 
or packed according to specifications or directions of 
the foreign purchaser. Pesticide* not registered In the 
U.S. can be exported If, prior to export, foreign 
purchaser signs a statenent acknowledging that he 
understands that the pesticide cannot be told In the 
U.S. A copy of the statement Is transmitted to the 
appropriate official of the foreign government.

EpA notifies State Department whenever a registration Is 
cancelled or suspended. State Departnent notifies 
foreign governments and appropriate International 
agencies.

EPA, the State Department and other appropriate agencies 
are to participate and cooperate In International 
efforts to develop laprc^ed pesticide research and
regulation.

7 USC 136o



266

F - 9 

Table 2. Regulatory Authority (continued)

ENVXRQftUNTAI, PROTECTION AGENCV 
(continued)

Toxic Substances Control Act______________________15 USCJ601_______

Products Chemical substances or mixtures except pesticides, 
tobacco/ nuclear materials, firearms, etc.

IS USC 2602

Regulatory EPA nay require testing, iapose pre-aarket notice 
Authority Foe requirements, require labeling, limit or prohibit sale 
Domestic Use if tests show a reasonable basts to conclude an 

unreasonable risk of injury to health or the environment 
exists, or obtain a court order to seize a substance or 
aixture posing an imminent hazard.

IS USC 2603-2606

Regulatory statute does not apply if substance, m.xture or article 
Authority is nanufactured for export and is labeled as such except 
For Exports as follows: (1) if EPA finds that the substance, 

mixture or article will present 'an unreasonable risk of 
injury to health within the U.S. or to the environment 
of the U.S.", it may control export (Administrator may 
order testing to maVe such a determination); (2) if a 
person Intends to export a substance which has been 
subject to certain regulatory actions, such person shall 
notify EPA and EPA shall furnish foreign government 
notice of the rule, order, action, or relief.

IS USC 2611
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Table 2. Regulatory Authority (continued)

FOOD AND DRUG ADMINISTRATION 

Public Health Service Act ___________________42 CSC 262_______

Product* Biological products.
42 USC 262(a)

Regulatory REH Secretary licenses establishments which propagate or
Authority For manufacture and prepare biological products.
Domestic Use 42 USC 262<a)

RegulatoryNo exportation of products which cannot be sold in U.S. 
Authority 42 USC 362(a) 
For Exports

Public Health: Service Act________________________42^ USC 263b______

Products Electronic products.
42 USC 263c(2)

Regulatory Secretary of HEX nay establish perforeance standards to 
Authority For control emission of electronic product radiation and 
Donestic Use require notification fo: defects or non-conpllance.

42 USC 263f(a);263g

Regulatory A product for export need not. confer* to standards if it 
Authority Ut is labeled for export, and (2) aeets all applicable 
?or Exports requireaents of the foreign country.

42 USC 263f(*)(3)
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Ttble 2. Regulatory Authority (continued)

FOOD AND DRUG ADMINISTRATION 
(continued)

federal Food, Drug and Cotactic Act 21 USC 321

Product* Cosactic*.
21 USC 321(1)

Regulatory Secretary nay establish standards on adulteration and
Authority for alsbrandlng.
Domestic Use 21 USC 361-362

RegulatoryMay be exported ino peralt requic*dY tl Tt (iFaccord*
Authority to specifications of foreign purchasers, (2) Is not In
For Exports conflict with law* of foreign country, (3) Is labeled

 for export, and (4) Is not offered for domestic sale. 
_______ 21 USC 381(d)

Federal Food, Drug and Cosmetic Act 21 USC 321

Products

Regulatory 
Authority 
For Exports

New drugs, and new animal drugs.
21 USC 321(p)i 321M

Regulatory No Introduction of ntw drugs or new animal drugs in 
Authority For interstate comaetc* ic permitted without approval by FDA 
Domestic Use ('interstate conraerce" is defined to be conferee between 

any State or territory and any pl*ce outside thereof).
21 USC 355(a)i 360b(a>

No exportation is permitted unless the new drug Is in 
complete compliance with an approved new drug
application..

Exportation for investlgstlonal use only Is authorized 
if FDA receives, through the State Department, a formal 
request from the foreign government. The request must 
specify that such government has adequate Information 
about the drug and the proposed Investlgatlonal use.

21 CFR 312.li 511.1
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Tablt 2. Regulatory Authority (continued)

FOOD AND DRUG ADMINISTRATION 
(continued)

Fsderal Food, Drug and CQ*netic_Act_________________21 USC 321_______ 

Product* Drugs approved for U.S. use.

Regulatory Drug itust previously have been approved by FDA. 
Authority For 
Dos* stlc Use

Regulatory A drug which nay be sold in interstate ~coMiercc~ nay^be 
Authority exported without special requiregents. A drug which 1» 
For Export* nisbranded or adulterated luy be exported (no permit 

required) If It (1) accords to specifications of 
foreign purchaser, (2) is not in conflict with laws of 
foreign country, (3) Is labeled for export, and (4) Is 
not offered for domestic sale. This provision also 
applies to antibiotics, insulin, and pre-1938 drugs.

21 USC 381(d)

Federal jttod^ Drug and Cosattlc Act__________________21 USC 321____

Products Foods.
21 USC 32Hf)

Rtgulatory Secretary nay establish standards for identity, level*
Authority for of adulteration, and »lsbranding.
DoMstic Use 21 USC 341-343

RtguiatoTy Any p7o<^cVaay b* exported (no perHlt requlredfTf 
Authority It (1) accords to specifications of foreign purchaser. 
For Exports (2) Is not In conflict with laws of foreign country, (3)

Is labeled for export, and (4) Is not offered for
domestic sale.

21 USC 361(d)

Foods which are subject to Beergency Pervit Controls and 
for which no peratt has been issued cannot be exported.

21 USC 344

67-S3S 0-80-13
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Table 2. Regulatory Authority (continued)

POOD AND DRUG ADMINISTRATION 
(continued)

Drug and Cosaetic Act_________________21 USC^321_______

Product* Medical devices for human uses.
21 USC 321(h)

RegulatoryDepending upon the type of device, the^Secretary^may 
Authority Por (1) establish performance standards, (2) require pre- 
Dottestic 0*e market approval, (3) ban devices which present 

unreasonable deception or an unreasonable and 
substantive rls* of Illness or Injury, and (4) require 
recall.

21 USC 360d; 360e; 360f; 360h

RegulatoryGenerally*anyproduct»aybeexported(nopei»lt
Authority required) If it (1) accords to specifications of foreign
roc Exports purchaser, (2) is not In conflict with the lav* of

foreign country, (3) is labeled for export, and (4) i*
not offered for sale In domestic coonerce.

In addition to the above, devices vhlch do not comply 
with performance standards, have not received prcaarket 
clearance, or have been banned cannot be exported unl«** 
the Secretary has determined (J) that exportation is not 
contrary to the public health and safety, and (2^ that 
the foreign country approve*.

21 USC 381(d)(l» and (d)(2)

SlAilar requirements for Jnvestlgatlonal device* 
(proposed 47 PR 20749 to 21 CPR 812.19<b))
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Ttblt 2. Regulatory Authority (continued)

POOD SAFETY AW) QOALX1Y SERVICE 
OP AGRICULTURE

Federal Meat Inspection i Ac t _______________________ 21. USC 601 et_teq....

Product* Meat or «at food products of cattle, sheep, cwlne, 
goate, horses, mules or other equine*.

Regulatory USDA Secretary say establish »tandards toe identity. 
Authority for Adulteration and alsbrandlng, 
Domestic Ose

Rtgulatory Meat or neat food productn&otT allowed to enter inter- 
Authorlty state coos* tee a*y not b« exported. Provisions 
For Bxports regarding preservative* uced in food products do not 

apply to such products when exported If (1} they are 
prepared or packed according to specifications or 
direction* of the foreign purchasers, and (2) no 
substance used therein conflicts with the laws of the 
foreign country.

21 USC 606

In addition, livestock and neat or meat food products to 
be exported must undergo an export Inspection and 
certification procedure.

21 USC 612-618

Poultry Products Inspection Act 21 OSC _4S1 e_t___5cq._ 

Product* Poultry and poultry products.

Regulatory USDA Secretary »ay establish standards for identity. 
Authority for adulteration and nisbrandlng. 
Domestic Use

Regulatory Poultry or "poultry products not allowed to enter 
Authority state comerce &ay not be exported. 
rot Exports



TO THE CONGRESS OF THE UNITED STATES:

In accordance with the requirements of Section 1110(b) 

of the Trade Agreements Act of 1979, I hereby submit to the 

Congress a study of the factors bearing on the competitiveness 

of U.S. producers and the policies required to strengthen their 

relative competitive position In world markets. This study 

is submitted in conjunction with a report reviewing Executive 

Branch export promotion activities and potential programmatic 

and regulatory disincentives to exports, as called for in 

Section lllOCa) of the Trade Agreements Act. The greater 

part of the present study was prepared by the staff of the 

Department of tabor under the guidance of the Trade Policy 

Staff Committee, chaired by the Office of the United States 

Trade Representative, Contributions to this study were also 

made by several other agencies.

The study outlines the broad dimensions of various aspects 

of the competitiveness of U.S. producers in world carkets. 

It also delineates our competitive position relative to our 

various competitors on a sectoral basis. Finally, the study 

directs attention toward the cost important general areas for 

ccor.cmic and trade policy formulation to strengthen our export 

competitiveness.

The study finds that during the past two decades there 

was an erosion in U.S. competitiveness In foreign and domestic 

markets. The increased international competition facing U.S. 

producers is in large part the result of Increasing supplies 

of tuman and capital resources and expanding technological 

capabilities. Because of higher rates of growth In in^estse-it 

and expanded research activities in other countries, their 

competitive positions improved, and the United States experienced 

a relative decline In its trade performance even though the
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value of U.S. exports increased substantially, particularly 

in recent years. Thit decline has not affected all products, 

nor has it continued steadily. However, there re=airs auch 

rooa for ioprovcsent in our competitive position through 

i=provestnts In productivity.

Problems in our international coc?st*Uvcness h>ive combined 

with rapid increases in the cost of oil imports to create 

persistent merchandise trade deficits.

Despite the reduced U.S. role in world trade and our 

trade deficits, the Ur.ited States rcs-i.r.s th* world's largest 

exporter. Approximately one dollar out of c^ery fi/c dollars 

worth of goods produced in the United States is no* exported. 

Further, the United States continues to be co-zpetitive with 

other countries in a wide ran$c of products. Record trade 

surpluses were recorded in our sirors^&t export sector; in 

1979: $13 billio-. in acncuU-re and $3.5 ti.lici ir, iniusiriai 

capital equipment.

The evidence presented in the study rusftsts th? folio-- ng 

three areas where policies should bt- consulerei to ispro/e 

the cospetitive position of U.S. prod-=err i.i world sarkets:

1. Expanded investment and innovation to cn.-ur.:t the 

productive capacity of the U.S. cco",?s/ «nd raise ths 

productivity of the lasor fcrce;

2. Strengthened p.-ofraas to affsi&t wcri'rs in a^justiRg 

their skills to shifts in the sectoral stpueiurc of th" 

U.S. cconoay broj$ht about by cha.t^f In trad*;

3. Hew policies and prograss to lEpl^z^nt th? 7oi<>o 

Round agre*=*r.ts liberjliSin; acetsj, for U.S. exports 

and, further, identification of th« s.r.iif.car.t r-'-saiR.nf 

barriers to U.S. exports in certain i-e.t^r^ ar.i negotiation 

tc elt=lr.ate the=.

I believe that export expansion is critical to the health 

of our ecor.osy. The policy e-phasis that I h.t.- ci^en to 

increasing exports has bt*i demonstrated in tc.r-*e areas;
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1. The National Export Policy that I announced on 

September 26, 1978;

2. The successful cosplction of the Tokyo Round of Trade 

negotiations and signing of the Trade Asrcement Act of 

1979; and

3. The reorganization of the trade functions of the

Executive Branch carried out earlier this year.

The National Export Policy articulated this Administration's 

Intention to expand exports by increasing direct assistance 

to U.S. exporters, reducing domestic barriers to exports, and 

reducing foreign obstacles to our exports. The Tokyo Hound 

agreements allow our exporters to take advantage of greater 

access to markets overseas thrown th-s iibtralisatioi of foreign 

nontariff restrictions and the reduction of foreign tariffs. 

The Executive Branch trade reorganisation centralises U.S. 

trade policy functions in the Office of the United States 

Trade Representative and place:- trade administration and export 

promotion functions in the Department of Conseree. This reorgani 

zation has great!/ cnhiacod the ability of the Federal government 

to implement policies for seating the coapetitiv* trade challenges 

of the 1980s.

This study is the tost co_prehensive and detailed analysis 

of the competitive position of th* Vnited States in --arid 

markets ever undertaken b/ the U.S. Government. Its findings 

will be of immediate assistance to se and, 1 believe, to the 

Congress as we consider both broad economic policies and special 

measures to encourage more vigorous gains in our industrial 

productivity and to improve our international competitive 

position. I expect to address these matters extensively in 

the months ahead.

THE WHITE HOUSE,
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The Trade Agreements Act of 1979 (lllOb) requires that:

"Not later than July 15, 1980, the President shall 
submit to the Congress a study of the factors bearing 
on the competitive posture of United States producers 
and the policies and programs required to strengthen 
the relative competitive position of the United States 
in world markets."

Furthermore, the legislative history states that:

..."It is imperative that an understanding of the 
competitiveness of U.S. firms in world markets be 
acquired so that emphasis can be placed on improving 
in areas which result in noncoropetitiveness and in 
continuing to strengthen and maintain areas of 
competit iveness."

"The studies directed by section 1110 are to this 
end. It is expected that the President will conduct 
these studies in light of the new potential for export 
trade that should develop fron the implementation of 
the MTN and not merely update past export promotion 
studies or summaries. Furthermore, this review should 
be in such detail and sufficiently comprehensive to be 
an adequate basis upon which remedial legislation can 
be drafted should it be necessary."

-i-
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I. Executive Summary

Developments in the domestic and international economic 
position of the United States over the past decade have fueled 
concerns about the international competitiveness of U.S. 
producers. Many question the ability of the United states to 
successfully meet competition in world markets and even in the 
domestic market. The adverse economic development* have 
includedi growing trade deficits beginning in the early part 
of the last decade and a loss by U.S. producers of traditional 
shares of world export markets. These developments have 
occurred simultaneously with high domestic inflation rates, 
inadequate investment in private capital expansion and 
declining productivity growth. The view has often been 
expressed that the United States has "lost its competitiveness.'

The Trade Agreements Act of 1979, Section 1110<b), 
indicated that the President should report to the Congress on 
the factors bearing on the competitiveness of U.S. producers in 
world markets and policies that would strengthen the relative 
competitive position of the United States. (The same Act, 
Section IHOfa), also calls for a separate study of specific 
domestic export incentives, disincentives and U.S. export 
promotion policies.) This report is submitted to the Congress 
in fulfillment of Section lllO(b) of the Act.

This study reviews the long-term trade performance of the 
United states through 1979, and assesses the claim that the 
United States has lost its competitiveness in overseas 
markets. This analysis is carried out at both an aggregated 
level and at a highly detailed level.

The study also examines the key factors affecting the 
competitiveness of U.S. exports in world markets including: 
changes in capital and skilled labor resources, investment, 
technological innovation} productivity and unit labor costs, 
tariff and nontariff barriers to U.S. exports, foreign 
investment and technology transfer, tax measures, energy and 
other factors, including labor-management relations, and the 
role of engineering and other services in the export of capital 
goods.

U.S. Export Performance and Competitiveness

Major conclusions of the study are the following:

Many indicators of U.S. trade competitiveness such as 
export market shares suggest that there has been an erosion of 
U.S. competitiveness in world markets. The increased 
international competition facing U.S. producers is mainly the
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r*sult of changing world resource supplies and technological 
capabilities. Because of higher rates of growth in investment 
and expanded research activity in other countries, the United 
States has experienced a relative decline in its trade 
performance over the past two decades even though the level of 
U.S. exports has increased substantially in recent years.

The United States has suffered a decline in its competitive 
position in certain product areas since the late 1960s as a 
result of improvement in the competitive position of other 
countries, the products involved are primarily consumer goods 
and automobiles. The countries which have tended to displace 
U.S. exporters' sales (and, also, U.S. producers* sales in the 
domestic market) have been Japan and certain of the wore  ? 
advanced developing countries.

The product areas in which the decline in the U.S. 
* export position in world markets has been most 

pronounced include: automotive equipment, dyes, 
textile and metalworking machinery, domestic 
electrical equipment, steel, rubber manufactures, 
copper, furniture, footwear, and miscellaneous 
manufactures (consisting of diverse consumer products).

Notwithstanding recent trad2 deficits (attributable mainly 
to current U.S. oil import dependency), the United States still 
retains a substantial degree of competitiveness in important 
export products in world markets. While the composition of 
U.S. exports has altered in response to changes in world 
conditions, the U.S. trade balance has been helped by large 
surpluses in three product categories: capital-equipment 
goods, high-technology products (many of which are also capital 
goods), and agricultural products. These categories,represent 
a broad range of U.S. agricultural and industrial production 
and employment. Furthermore, the general trend in the balance 
of exports against imports in these three categories has been 
increasingly positive in recent years. In 1979, the surplus in 
capital goods trade was a record $33 billion, and the surplus 
in U.S. agricultural trade achieved a record 518 billion.

The detailed product groups in which the United States 
shows continued export competitiveness over the last 
two decades include: some chemical products, 
fertilizers, textile yarns and fabrics, several 
non-electrical machinery industries, power generating 
machinery, aircraft, computers, paper, photographic 
equipment, and scientific, measuring and controlling 
apparatus.

However, several of the factors that are important for 
maintaining U.S. competitiveness show trends that are cause for 
concern. These are:
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U.S. industrial Capital expansion has
lagged behind that of our major foreign competitors. 
Through the 1960s and 1970s, capital resources 
available per worker in the United states grew by less 
than 2 percent per year. In contrast, capital 
available per worker in Japan and Korea increased by 
wore than 10 percent per year. In Europe and many 
developing countries the growth ir capital per worker 
was acre than 4 percent. As a result, the United 
States dropped from first to sixth place in the 
ranking of countries according to the amount of 
capital per worker available. This more rapid growth 
of capital per worker by other countries has expanded 
their capabilities to supply and coitpete in those 
narkets for traditionally strong U.S. exports. Thus, 
the absolute role of the United states in world trade 
has declined and it is meeting increased competition 
for the sale of its traditional export products.

 Technological Development. The absolute size of 
expenditures on research and development in the United 
States still constitutes a majority of such 
expenditures of the developed countries. However, 
other countries, especially Japan and West Gercanv, 
have Increased their RtD efforts substantially in 
proportion to their GNP, while U.S. RID expenditures 
as a percentage of GNP have declined in recent years. 
Because U.S. exports of manufactures arc dominated by 
high technology products, a future decline in U.S. RtD 
expenditures in absolute terms or even relative to 
foreign competitors would threaten the United states 
with a loss of foreign markets for U.S. manufactures 
exports. Already, Japan has joined the United States 
in having a competitive advantage in a number of high- 
technology products, and competition between the two 
countries will likely increase in the future.

  -Productivity. U.S. productivity growth in
 anutacturing has lagged behind that of all of our 
major foreign competitors, except the United Kingdon. 
Over the last decade, manufacturing productivity in 
the United states increased by an average of 2.5 
percent per year. In Japan, the average increase was 
5 percent; in West Germany, 5.5 percent; in France, 
4.5 percent; and in Canada, 4 percent. The 
comparatively high productivity growth rates in Japan 
and most of Europe have permitted more rapid increases 
in real wage rates in these countries than in the 
United States. These changes in productivity arc 
consistent with core rapid growth oC capital and 
technological capabilities abroad.
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 Foreign Traoe Barriers. Many U.S. businessmen and 
labor leaders cite foreign tariff and nontariff 
barriers to trade (NTB's) as serious Impediments to 
increases in U.S. exports. The recently concluded 
Tokyo Round of Multilateral Trade Negotiations 
resulted in agreements to substantially reduce tariff 
barriers and to liberalize or, in some cases, 
eliminate major MTBs. Nevertheless, a number of 
barriers to U.S. exports of agricultural and 
manufactured products remain. Restrictive foreign 
government policies concerning public purchases of 
none types of high technology products have not been 
completely covered by the Tokyo Round agreements.

Policies to Strengthen Cotcpeti tiveness

While r lumber of other factors that have an important 
influence the competitive position of the United states are 
discussed . the report, the policy directions considered most 
important in strengthening the relative competitive position of 
the United States pertain to the several factors discussed 
above. The policy directions considered relate to (1) an 
expansion of domestic investment; (2) the need to promote 
domestic labor and capital adjustments to shifts in industry 
competitiveness; and (3) trade policies to strengthen U.S. 
competitiveness.

Probably the most important policy direction to strengthen 
the competitive position of U.S. producers is to expand private 
investment expenditures on plant and equipment. A substantial 
expansion in the domestic investment of the economy would 
reduce domestic inflation, improve productivity growth and 
accelerate the rate of technical and product innovation, all of 
which would have direct and positive consequences for U.S. 
trade performance, in turn, a reduction in the inflation rate 
would itself tend to expand U.S. investment aiid improve 
competitiveness by further levering interest rates that are 
costs to businesses borrowing financial capital and also by 
slowing the rise in other costs.

Cost effective policies should be further developed to 
foster the adjustment of productive resources, especially 
labor, to changed international competitive conditions in 
various industries, in sustaining a long-tera expansion of 
U.S. exports, imports will also tend to grow as U.S. incomes 
rise. Pressures to impose restrictive trade actions on imports 
that compete with domestically produced goods will have to be 
resisted and retorted to only when absolutely necessary. 
However, to maintain a liberal trade policy in the face of the 
increasing pressures on inport-cospeting Industries, it would 
be desirable to facilitate further the adjustment of displaced 
workers.

1-4
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The Tokyo Round trade agreements will tend to strengthen 
the competitive position of U.S. exporters in world markets. 
The final outcome for U.S. export interests will depend on U.S. 
efforts to see that the agreements are enforced and that trade 
concessions are implemented by foreign countries. In addition, 
efforts to expand the country and product coverage of the 
agreements in the coming years must be vigorously pursued. 
Because of their growing economic role in the world, special 
efforts should be continued to bring the more advanced 
developing countries within the disciplines of the major new 
trade agreements. A code on safeguard actions should be 
negotiated which increases international discipline over 
governmental actions to restrict trade.

Detailed studies of the long-term trends in the competitive 
position and barriers to trade of individual U.S. industries 
should be undertaken. These studies should be designed to 
identify industries for which additional efforts should be made 
to achieve further liberclized access for their potential 
exports. The studies should be followed by new trade 
negotiation initiatives to seek improved access. ;>

Of course, not all of the factors that affect the 
competitive position of the United States in world markets are 
best dealt with by changes in Federal policy alone. One such 
factor is the cooperation between labor, management and 
government. The productivity and competitive position of some 
foreign countries appear to have benefited from a greater 
degree of such cooperation. More American manufacturers can 
becoae internationally competitive to the extent that there is 
cooperation to improve workplace efficiency and production 
consistency.
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II* Introduction and Background

This report was undertaken pursuant to Section 1110 of the 
Trade Agreements Act of 1979, signed by the President on July 
26, 1979. Section 1110 calls for the subnission of two 
Presidential reports to the Congress by July 15, 1980. One 
reviews U.S. export promotion policies and export 
disincentives. This report is required by Section 1110(a). 
The other, required by Section 1110(b), examines the factors 
bearing on the competitive petition of the United States in 
world markets and the policies and programs required to 
strengthen the competitive position of the United States. This 
report is submitted in fulfillment of the requirement for the 
second-of the two studies.

Congressional Committee reports on the Trade Agreements Act 
indicate that the report should be both detailed and 
comprehensive. This report attempts to be both comprehensive 
in its scope and detailed in its analysis. Many of the major 
factors which bear upon the competitiveness of U.S. producers 
in overseas markets are examined in this report. Some are 
left, however, for the detailed review of U.S. export 
disincentives and promotion policies contained in the report 
submitted in accordance with the requirements of Section 
1110(a). References to discussions of important factors 
bearing on U.S. export competitiveness that are dealt with in 
the Section 1110(a) report are made as appropriate. Some 
overlap is, however, difficult to avoid because of the close 
interrelation of factors and policies affecting U.S. trade 
competitiveness.

This report is divided into four chapters: (1) a review of 
broad trade trends and influences on U.S. trade performance 
over the last two decadesj (2) a more detailed analysis of U.S. 
performance in i-fernational markets by specific product 
categories: (3) *v review of fundamental factors which appear to 
determine the voloae and structure of U.S. exports as well as 
the level of specific export product categories; and (4) a 
survey of economic and trade policies for strengthening the 
competitive position of U.S. exports in world markets. A set 
of background papers containing full discussions on a more 
detailed and technical basis is appended to this report. The 
report draws much of its content from those papers.

This report was prepared for the Economic Trade Policy 
Analysis Subcommittee of the Trade Policy Staff Committee 
(TPSC). The activities of the TPSC and the Subcommittee are 
both chaired and coordinated by the Office of the U.S. Trade 
Representative (USTR) and composed of representatives of the 
Executive Branch departments responsible for trade issues.

The key role in the various phases of preparation of this 
report was performed by the Department of Labor's Office of 
Foreign Economic Research whose staff wrote and compiled most 
of this report. Other agencies which contributed to the report
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 re the Office of the U.S. Trade Representative, the Council of 
Econo»ic Advisors, the National Science Foundation, the 
Departments of Agriculture, Cownerce, Treasury and State, and 
the International Trade Commission.

Mote on the Information Used in the Preparation of the Report

The analysis of international trading relationships and the 
factors underlying their change requires a substantial volune 
of internationally comparable data. Although in aany cases 
these data can be obtained from a single source (e.g., the 
Census Bureau, OECD), it is often required that data from a 
variety of sources be used. In consequence, completeness of 
analysis requires that sacrifices be nade with regard to both 
the comparability of sources and also the coverage of data both 
across countries and over tine.

This study has nade every effort to achieve consistency of 
sources while at the same time utilizing the most up-to-date 
data. These two goals, however, are often in conflict. As a 
result, the reader will find that across sections of the report 
both the sources of data and the length of the tire period 
covered will often differ. For example, the detailed analysis 
of U.S. trade structure presented in Chapter IV is based on 
OECD Trade Series C data which cover the time period from 1961 
to 1977 whereas the aggregate level analysis of trade flows in 
Chapter III analyzes data through 1980, some of which come from 
the Department of Commerce.

An important point to be made regarding differences in the 
length of time period examined is that most of the 
relationships studied here represent long-tern (structural) 
factors. These underlying factors often change relatively 
slowly and it is an analysis of the trends, and the changes in 
the trends, of these structural factors that are the most 
Important for understanding the changing structure of world 
trade. This does not deny that short-run changes are often 
important and require attention. However, it is the long-tern 
structural factors that, once identified and studied, provide 
the basis upon which to assess the competitive strength of U.S. 
producers and the basis upon which sound economic policy can be 
made. Since it is these structural factors that are the proper 
concern of policy makers, the 'mission of the aost recent data 
does not significantly affect the ability of the analysis to 
discern the underlying trends.

Although this report is perhaps the most comprehensive 
analysis of changing trade structure and the factors underlying 
these changes in recent years, there remain a number of ways in 
which the data could be further analyzed. For example, further 
disaggregation of the trade data, the analysis of different 
subperiods and the regional distribution of U.S. and other
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countries' trade would have undoubtedly yielded insights beyond 
thoae reported here. Such additions wist await further study.

Finally, DSTR issued a Federal Register notice on April 29, 
1980, requesting private sector cements on the factors 
affecting the competitiveness of U.S. producers. A summary of 
the responses is contained in the Annex.
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III. MACROBCONOMIC FACTORS AFFECTING AGGREGATE 
TRADE PERFORMANCE

OVERVIEW AND SUMMARY

This chapter puts issues surrounding U.S. competitiveness 
into perspective by analyzing the macroeconomic variables 
(e.g. exchange rates. Inflation, aggregate demand, capital 
flows, etc.) which affect trade flows. It also contains a 
review of aggregate U.S. trade performance over the past 
twenty years.

The proportion of the production of U.S. goods that enters 
into international trade has, increased each year since 
1970. During the post-war period through 1970, the ratio 
o£ U.S. exports to GNP was 4 percent. By 1979, this ratio 
had almost doubled to 7.5 percent* On the import side, 
because of the rapid increase of petroleum and manufactures 
imports over the last decade, the ratio of imports to GNP 
increased from 4 percent to 9.2 percent by 1979.

While international trade has become Increasingly important 
to the U.S* economy, the U.S. share of world trade has 
become smaller. The U.S. share of total industrial country 
exports declined from 25.2 percent in 1960 to 18.3 percent 
in 1979. The D.S. share of industrial country exports of 
manufactures fell from 22.8 percent to 15.5 percent over 
the same period. This development may be viewed as a 
reflection of the smaller share of U.S. GNP in total 
industrial country GNP. Adjusting for the declining trend 
in U.S. GNP, the U.S. share of Industrial country exports 
has not declined since 1960.

The United States had small surpluses in its agricultural 
trade in the 1960s. Agricultural exports soared in the 
1970s, mainly on the strength of increased exports to the 
developed countries and, especially, to the centrally 
planned economies. The surplus averaged well over $10 
billion since the mid-1970s. In 1979, the U.S. 
agricultural trade surplus reached a record of $17.9 
billion.

Because of the importance of U.S. manufacturing exports and 
imports in total trade relative to total merchandise trade, 
the trade balance in manufacturing has tended to coincide 
with the movements in the overall trade balance and to be 
influenced by the same macroeconomic factors. The surplus 
in manufactures declined through the late 1960s and a 
deficit emerged in 1972. In 1976, there was a surplus of 
112 billion In U.S. manufactures trade. However, since 
1976 there has been a decline in the U.S. trade balance in 
manufactures with a deficit of $8.3 billion appearing in
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1978. In 1979, « reversal occurred and the United States 
hid a surplus of Bore than 94 billion in manufactured 
product*.

The United States trade balance in manufactures has been 
helped by large trade surpluses in capital equipment and 
high-technology products. Both of these designations 
frequently apply to the sue product category (e.g.* 
advanced electrical Machinery). In 1979* the U.S. trade 
balance in capital goods reached a record surplus of $32.6 
billion. Although U.S. exports of consumer and automotive 
products have grown rapidly in recent years, import gains 
have kept ahead of those of exports, and the trend since 
the 1960's has been toward greater trade deficits in these 
products.

The United States had small trade deficits in petroleum and 
petroleum products through the 1960s. The emergence of 
OPBC as a successful cartel was in part due to the growth 
in U.S. (and Western) dependence on energy imports. Both 
the volume and the price of oil imports tended to increase 
in the early 1970s, although the volume of imported oil has 
dropped significantly over the last two years. Recent 
declines in U.S. oil import volumes have been more than 
offset by rapid price increanes. The oil deficit grew from 
92 billion in 1971 to $55 billion in 1979 and has had a 
dampening effect on U.S. economic growth. Oil imports as a 
percentage of total imports rose from 7 percent in 1970 to 
27.5 percent in 1979.

The U.S. trade surplus with the developed countries (DCs) 
declined through the 1960s* Deficits emerged in the late 
1960s and early 1970s. The deficit widened to $13 billion 
in 197S. In 1979, however, the U.S. trade deficit 
vis-a-vis the developed countries declined to $1 billion 
because of a substantial increase in U S. exports to these 
countries.

The less developed countries (LDCs) are playing an 
increasingly important role in U.S. trade. The LDCs 
supplied 45 percent of total U.S. imports and 26 percent of 
U.S. imports of manufactures in 1979 compared with only 26 
percent and 14 percent in 1970, respectively.

The LDCs also take an Important and growing share of U.S. 
exports. The LDCs share of U.S. exports rose from 31 
percent in 1970 to 37 percent in 1979. U.S. exports to 
non-OPEC developing countries have remained relatively 
constant over this period, whereas the share of U.S. 
exports to OPEC countries has increased from 6 percent in 
1970 to 10.3 percent in 1979.
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1. MACROECONOMIC FACTORS AFFECTIHG AGGREGATE TRADE 
PERFORMANCE

1.1 Introduction

This section introduce* three basic measures of a country's 
aggregate competitiveness: the trade balance, the terms of 
trade and export Market share. Subsection 1*2 discusse* these 
Measures and describes the linkages between them. The third 
subsection Indicates how, and to what extent, these Measures 
are affected by various aacroeconoBic factors such as exchange 
rate changes, growth, inflation and business cycle*.I/ 
Section 2 presents a detailed review of the trends in aggregate 
U.S. trade.

1.2. Macroeconomic Indicators of Aggregate Trade Performance 

1.2.1. Th« Trade Balance

The trade balance is a commonly used Measure of a country's 
overall trade performance. There are a number of different 
Measures of the trade balance, three of which will be discussed 
in Section 2. In this section, the trade balance is defined as 
the balance on Merchandise and services trade excluding income 
on international investments (receipts and payments for capital 
services).

Under the present regime of floating exchange rates, the 
trade balance is one element in a very complex system. The 
trade balance responds to changes In the exchange rate and the 
exchange rate responds to changes in the trade balance.2/ 
More generally, exchange rate adjustments act to bring into 
balance the total inflow and outflow of dollars to the United

I/For a More detailed discussion of macroeconomic factors 
affecting O.S. trade performance, see Dale Larson, 'The 
Macroeconomics of U.S. International Competitiveness", which 
is appended as * background paper to this report.

I/It is useful to view tTie interaction between the exchange 
rate and the trade balance in a brotder macroeconomic 
framework. First, inasmuch as the exchange rate and trade 
flows are not the sole determinants of each other, such an 
approach will aid in the understanding of this equilibrating 
mechanism. Second, * more complete model is necessary in 
order to analyse the effects of other factors such as 
economic growth, taxation, productivity, etc., on the 
macroeconomic indicators discussed above. A simple but 
sufficiently complete model is presented in Larson (1910).
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States. These dollar flow* arise not only from everyday 
commodity transactions but also as tht rtsult of international 
investments and othtr noncommodlty transactions usually 
classified as capital flows. A continuous capital inflow or 
outflow tends to change the exchange rate by altering the 
amounts of dollars that are willingly supplied and demanded in 
the foreign exchange markets. The change in the exchange rate, 
in turn, affects the prices for imports faced by U.S. residents 
and the foreign prices of U.S. exports which alters the 
quantities of exports and imports exchangrd. Thus, changes in 
the trade balance are not independent of changes in the total 
inflows and outflows of private dollar holdings*

The tendency of the trade balance to respond to changes in 
the exchange rate, and the tendency of the exchange rate to 
respond to changes in the trade balance has several 
implications. First, given flexible exchange rates, a trade 
deficit does not necessarily imply that some public policy 
response is necessary. Likewise, a trade surplus would be an 
elusive public] policy goal. Second, an improvement in the 
international 'competitive performance of one industry, because 
of its effect on the exchange rate, may contribute to a 
deterioration in the international competitiveness of other 
industries. Thus the competitiveness of any one industry 
cannot be understood solely by comparing it with its 
counterpart abroad. Bach industry must also be viewed in 
comparison with the other domestic industries with which it 
competes for resources such as land, labor and capital.

Finally, a trade imbalance caused by other factors which 
have an impact on exports or imports such as inflation and 
differential growth in productivity should only cause a 
temporary imbalance unless the changes in such factors are of a 
continuing nature. That Is, sustained differentials in 
inflation and product vity growth, etc., may require continuing 
exchange rate adjustments to counter continual tendencies 
toward trade imbalance.

1.2.2. The Terms of Trade

The terms of trade measure the rate at which a country 1 * 
exports can be exchanged for Its imports.I/ Most indicators 
of competitiveness compare U.S. goods with similar foreign-made

3/The terms of trade refer to the price of a country's
imports In terms of its exports. For example, if the United 
States exports machinery and imports oil, an increase In oil 
prices relative to machinery prices would caus* the U.S. 
terms of trade to worsen. That is, it would take a greater 
amount of machinery exports to pay for the same quantity of 
oil imports*.
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goods with which they compete, the terms of trade, however, 
compare U.S. goods with the relatively dissimilar goods for 
which they are exchanged on world Markets. Among all the  acroecononic indicators of international performance, the term* of trade are the most closely associated with U.S. 
welfare and thus warrant special consideration. This is particularly true since iiany of the public policies addressed 
to other indicators (e.g., export subsidies to correct a trade imbalance) Bay have an adverse effect on the terns of trade, 
and thus U*S. welfare.

1.2.3. Export Market Share

A country's share of world exports, often Measured for 
subgroups of goods (e.g., manufactures) f is a commonly used 
indicator of a country's competitiveness. The assumption underlying an examination of export market shares is that In 
the absence of changes in competitiveness, a country's share should remain constant.

At the individual product level, such an assumption is 
conceptually valid. However, changes in a country's aggregate market share is but an average of the changes In these 
individual shares. By the principle of comparative advantage, a country cannot become mare or less competitive in all 
products simultaneously since trade involves the exchange of 
those products that a country can produce most competitively 
for those In which it is least competitive. Consequently, to 
achieve the gains that arise through trade a country will reduce its output and increase Its imports of those commodities 
in which it has a comparative disadvantage. Correspondingly, 
it will increase its output and exports of those commodities in 
which it has a comparative advantage.

The preceding indicates that changes in a country's export 
market share are, in part, influenced by changes in the commodity composition of its trade. Therefore, a decline In export market share may only represent the natural shift in the 
composition of a country's trade needed to take advantage of the gains from trade. Changes in export market shares, 
however, are also influenced by differences in growth among 
countries. Zn this case, a decline in share might only indicate that the country is becoming smaller relative to i/orld trade and need not imply any loss in its competitiveness. The 
critical feature of changes in export market shares is that 
they most likely reflect changes in the composition of a 
country's trade due to underlying structural factors. If so, 
then an understanding of thr changes in a country's export 
market share requires a detailed study of the changes in these structural factors. The present study, in pirt, undertakes 
such an analysis.
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1.3. The Importance of the Exchange Rate in Affecting Overall 
Competitiveness'

A Major element in the preceding discussion is the 
observation that the exchange rate helps to determine the trade 
balance and that exports and imports help to determine the 
exchange rate. If for some reason the United States begins to 
import more goods and services than it exports, the dollar will 
tend to decline relative to other currencies. This decreases 
the price in foreign currencies of U.S. exports and increases 
the dollar price of imports in the United States. The 
resulting overall increase in international competitiveness of 
U.S. exports tends to offset the trade deficit. Conversely, if 
the United States should begin to run a surplus, the dollar 
will increase in value and the overall price competitiveness of 
U.S. goods and services will decline and will tend to offset 
the trade surplus. Thus, through its interaction with the 
trade balance, changes in the exchange rate affect the overal) 
competitiveness of U.S. exports.

1.4 Determination of the Exchange Rate

Dollars and other currencies which are in circulation must 
be held in the wealth portfolios of individuals and firms 
somewhere in the world. While the majority of all currencies 
are held by residents of the issuing country, many banks, 
foreign governments, and multinational firms as well as some 
individuals hold portfolios that contain more than one 
currency. The proportions in which they hold the various 
currencies reflect their needs and desires based upon their 
evaluation of actual and expected economic conditions.

Exchange rates are prices of currencies in terms of other 
currencies and are therefore important determinants oC the mix 
of currencies that people wish to hold. In general, people 
will want to hold relatively large amounts of currencies 
expected to appreciate and relatively small amounts of those 
expected to depreciate. If exchange rates change, people may 
wish to rebalance their portfolios by readjusting the 
quantities of the different currencies they hold.!/ The

I/Suppose that the U.S. Federal Reserve increases the number 
of dollars in circulation . Given that prices and incomes 
are affected by a change in the money stock only after a time 
lag, people find themselves being asked to hold more dollars, 
compared to foreign currencies, than they are willing to 
hold. Consequently, in an effort to rebalance their 
portfolios, people attempt to exchange soae of the new 
dollars for foreign currencies. This drives down the price 
of the dollar until people are once again satisfied with the

HI-6



312

exchange rate that results is the one at which people are just 
willing to hold the available stock of each currency.

The Important determinants of people's desires to hold 
dollars are U.S. prices and U.S. incomes.V por example, 
dollars are needed in the United States to transact business. 
When either U.S. prices or incomes rise, note dollars are 
needed for transactions. One way people attempt to get these 
dollars is by selling foreign currencies. This increases the 
foreign currency price of the dollar and reduces the dollar 
price of foreign currencies until people become reluctant to 
sell any more foreign currency at these lower dollar prices. 
In this way, the value of the dollar relative to other 
currencies is determined.

1.5. The Effects of Growth, Cyclical Fluctuations ^ 
Intlation on U.S7~Compe t11 iveness  - -  

1.5.) Growth

The United States has, on average, grown more slowly than 
its trading partners over the last two decades. Economic 
theory leads us to expect that, with all else equal, a 
relatively slower rate of growth of income in the United States 
compared to abroad should cause U.S. exports to grow faster 
than U.S. imports and thus lead to a U.S. trade surplus. Given 
that exchange rates adjust to forestall this movement, the 
effect of relatively slower growth will be to improve the U.S. 
terms of trade and thus U.S. welfare.

The slow growth of an economy entails not only slow growth 
in income but also production and thus slow growtn of supplies 
of goods and services for export as well as for domestic 
consumption. Therefore, regardless of whether a slow growing 
economy tends to run a deficit or surplus on its trade account.

relative values between the dollars and the foreign 
currencies they hold. If the number of dollars in 
circulation falls this process begins in reverse. Of course, 
the value of the dollar changes not only with changes in 
stocks of money available to be held, but also with changes 
in people's desires to hold the available stock of money.

I/The rate of interest the opportunity cost of holding 
money is also a determinant of peoples' desires to hold 
dollars. On the one hand, because dollar assets pay a higher 
rate of return, a rise in U.S. interest rates increases the 
desireability of dollars versus other currencies and will 
increase the value of the dollar. On the other hand, higher 
interest rates encourage people to economize on their dollar 
balances. This reluctance to hold dollars will adversely 
affect the exchange rate.
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it is likely to experience a decrease in its share of foreign 
markets relative to more rapidly growing economies over the 
long term. Hence, it would not be unexpected to observe a 
decrease in the U.S. export share of foreign markets. Such a 
decrease, however, should not be dismissed simply as the result 
of differences in growth because it is important to understand 
the causes of slower relative growth.

1.5.2 Cy cl_jca l_rl_u_c_tu a t I_on s

When the United States and its trading partners grow at 
different rates over the course of the business cycle, large 
trade imbalances can result. The sequence of events leading to 
these imbalances is that an increase in U.S. income leads to a 
rise in imports, a fall in the value of the dollar, a rise in 
exports, and finally, as the trade balance improves, at least a 
partial recovery of the dollar. Thus, ironically, it is often 
true that the competitiveness of U.S. exports increases (in 
terras of the ability to grow and capture market shares) 
precisely when the trade balance is at its worst.

1.5.3 Inflation

Differences in the rate of inflation in the United States 
and abroad can have an impact on U.J. trade flows, the exchange 
rate and on the terms of trade. Higher rates of U.S. inflation 
relative to its major trading partners causes U.S. consumers to 
shift their expenditures away fron import-cospeting domestic 
products toward imports. Similarly, consumes abroad tend to 
shift their expenditures away fron U.S. products and toward 
other sources of imports as well as their own domestic 
sources. Consequently, U.S. exports will fall and imports will 
rise. These changes in exports and imports will tend to give 
rise to a trade deficit. This movement toward deficit will in 
turn be offset by a reduction in the value of the dollar. 
Thus, under a system of flexible exchange rates, higher rates 
of inflation in the United States relative to other countries 
will tend to be offset by a fall in the value ol the dollar. 
The fall in the value of the dollar on foreign exchange 
markets, however, is likely to lead to a deterioration in the 
terms of trade.

2.5.4. Other External Shocks^ Oil Price Increases

External shocks, such as the oil price increases since 1971 
or the vise in many primary product prices in the mid-1970s can 
also have an effect on trade flows, the exchange rate and the 
terms of trade. The oil price rise is perhaps the most 
important external shock to occur in the past decade. For oil, 
the increase in its price has led to an increase in total 
expenditures on oil imports. However, the tendency toward a

ni-8



314

merchandise trade deficit as a result of these increased 
expenditures may not be eliminated by exchange rate 
adjustments. Although a large fraction of the oil exporters' 
earnings is respent on U.S. goods and services, U.S. exports to 
the oil exporters have not increased as rapidly as U.S. oil 
imports, and large deficits have emerged. The oil exporters 
have used part of their surplus to purchase private and 
official U.S. securities, so that many of the dollars spent on 
oil imports never reach the foreign exchange market and, 
therefore, have no effect on exchange rates.

External shocks, and in particular, the increase in oil 
prices, can have effects on the terms of trade. If oil import 
prices rise faster than U.S. export prices, the U.S. terns of 
trade will tend to deteriorate. In addition, an increase ir. 
oil import prices can affect the prices of all traded goods 
and, depending on the commodity composition and energy content 
of trade, it can also have a secondary effect on the terms of 
trade. This point will be discussed further in section 7 of 
Chapter IV.

2. REVIEW OF AGGREGATE U.S. TRADE PERFORMANCE^/

2.1. Introduction and Summary

The preceding discussion of the impact of macroeconotaic 
factors on various measures of trade performance provides a 
framework tr survey and explain actual U.S. trade performance 
in recent years. This section reviews both aggregate trends in 
U.S. trade and trends in the country and regional composition 
of U.S. trade flows. The main conclusions of this section are 
indicated below:

2.1.1. Summary - Trends in the Merchandise and Current Accounts

  The merchandise and current accounts tend to move 
counter-cyclically to changes in domestic income. The early 
1960s were characterized by growing trade surpluses as domestic 
income grew less rapidly than foreign income. The late 1960s 
and early 1970s were characterized by more rapid U.S. growth

i/For a more detailed description and analysis of U.S. trade 
and the nacroeconomic factors which affect U.S. trade flows, 
see T. Bayard, "Trends in U.S. Trade: 1960-1979," and Larson 
(I960) Both of these papers are attached to this report as 
background documents.
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and also * deterioration in the trade balances culminating in 
deficits in 1971 and 1972.

  The regime of flexible exchange rates (1971 or 1973 to 
the present) has been characterized by wide fluctuations in the 
trade balances.

-- Trade, in general, is playing an increasingly important 
role in the U.S. economy. The ratio of imports to GNP has 
risen from 4 percent in 1970 to 9 percent in 1979. The export 
share of GNP rose fron 4 percent to 7.5 percent in the sane 
period.

2.1.2. Summary - Trends in the Commodity Cocposition of U.S. 
Trade

Agriculture

  The United States ran snail surpluses in agricultural 
trade in the 1960s. Agricultural exports soared in the 1970s, 
with a trade surplus which has averaged well over $10 billion 
since the mid-1970s. In 1979, the U.S. agricultural trade 
surplus reached a record of $17.9 billion.

Manufactured Goods

  The manufactured goods trade balance has tended to 
follow the overall trade balance. The surplus in manufactures 
declined all through the late 1960s and a deficit eaerged in 
1972. Since then, there have been wide fluctuations in the 
manufactures trade balance. In 1979, there was a trade 
surplus of $4 billion in manufactures.

  The United States experienced growing deficits in 
(non-automotive) consumer goods since the early 1960s and 
growing deficits in automotive vehicles and parts since the 
late 1960s. In contrast, the U.S. surplus in capital goods has 
grown regularly since the 1960s. Similarly, the United states 
nas maintained a trade surplus in high-technology commodities. 
There is some evidence, however, that U.S. producers have been 
losing their competitive edge in certain high technology 
exports in recent years.

Petroleum

  The United states ran small trade deficits in petroleum 
and petroleum products through the 1960s. Both the volume and 
the price of oil inports increased in the 1970s. The oil 
deficit grew from $3 billion in 197) to $5$ billion in 1979.
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Becent declines in U.S. oil inport volumes were nore than 
offset by rapid price increases and this has had a dampening 
effect on U.S. economic growth.

2.1.3. SyjEary ^ Trends in the Country and Regional 
CoropositYon of U.sVjTra'de""

  The U.S. trade surplus with the developed countries 
(DCs) declined through the 1960s and deficits emerged in the 
late 1960's and early 1970s. The period since 1971-1973 has 
been characterized by wide fluctuations in the trade balance 
with the DCs.

  The United States ran snail trade deficits with Japan in 
the mid-1960s. These deficits grew through the 1970s and 
reached a peak of $12 billion in 1978. The deficit declined to 
$9 billion in 1979, in part due to the massive depreciation of 
the dollar vis-a-vis the yen between 1977-79.

  The United States maintained small surpluses with 
Canada, our largest trading partner, until the late 1960s. The 
deficit with Canada grew during the 1970s and reached $5 
billion In 1979.

  Historically, the United States has run large surpluses 
with the EC, although there have been large fluctuations in 
recent years. In 1979, there was a trade surplus of $9 billion.

  The less developed countries (LDC's) are playing an 
increasingly important role in U.S. trade. The LDC's supplied 
45 percent of total U.S. imports in 1979 compared with only 26 
percent in 1972, primarily because of the rapid rise in oil 
Imports. The LDC's share of U.S. exports rose from 31 percent 
in 1972 to 37 percent in 1979.

  The United States tended to run surpluses with the 
non-oil exporting LDC's and deficits with the oil exporters In 
the 1970s. In both absolute and relative terms, the U.S. 
market for U>C exports of manufactures is lubstantially greater 
than those of the major developed trading countries. The 
deficit with the oil exporters rose steadily in the 1970s and 
reached 530 billion in 1979. Since the early 1970s, the United 
States has experienced declining trade surpluses or growing 
deficits with the nore advanced of the developing countries, 
 uch as Brazil, Mexico, Taiwan, Korea and Hong Kong.

Below the growing importance of trade to the United States 
Is discussed. Following this, a detailed discussion of the 
trends sunmarized above is given.
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2.2. The Importance of U.S. Trade hi Foreign and Domestic 
Markets

This section discusses the growing importance of 
merchandise trade to the U.S. economy. It also discusses U.S. 
trade performance as measured by a number of summary indicators.

Merchandise trade is becoming increasingly important in the 
U.S. economy. As Table III-l indicates, the ratio of U.S. 
exports to GNP has risen fairly steadily from 4.3 percent in 
1970 to 7.5 percent in 1979. The ratio of imports to GSP has 
climbed from 4.3 percent in 1970 to over 9 percent in 1979. 
Relative to final sales of goods in the United States, exports 
and imports are also becoming more important. In 1979, exports 
were 17.3 percent of final sales and imports were 21.2 percent 
of final sales. Overall, the traded goods sector in the United 
States grew rapidly during the 1970s.

The growth in the volume of U.S. trade is shown in Table 
III-2. Total U.S. imports and exports have grown at roughly 
equal rates since 1967. Manufactured goods imports have grown 
slightly faster than manufactured exports since 1967. U.S. 
import and export volumes have tended to grow more slowly than 
those of the major industrial countries (see Table III-3).2'

The U.S. share of total world exports has declined since 
1970, while the shares of our major international competitors 
have remained roughly constant (See Table HI-4). Table HI-5 
show* tl»at the U.S. share of total world exports of 
manufactures has also declined, while our competitors have 
either maintained or increased (i.e., Japan) their shares. As 
Table HI-6 indicates, the United States has tended to lose 
market share in the import markets of Japan and the developing 
countries. This relatively poor U.S. export performance is one 
indication of a possible decline in U.S. competitiveness.

Table HI-7 below examines the decline in the U.S. share of 
world trade from a different perspective taking account of the 
relatively smaller size of the U.S. economy. The table shows 
that as a share of the 15 major industrial countries, U.S. 
merchandise exports fell from 25.2 percent of total in 1960 to 
18.3 percent in 1979; for exports of manufactures, the U.S. 
share fell from 22.8 percent in 1960 to 15.5 percent in 1979.

However, during these two decades* the other major 
industrial countries achieved, on average, higher rates of 
growth in their gross national products (GNP) than did the 
United states. As a result, the U.S. share in the aggregate

I/The tame is true for volumes of manufactured goods imports 
 nd exports.
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Table JIl-1

Ratio of U.S. Exports and I»ports to GNP 
and Final Sales of Goods

Ratio of U.S. Ratio of U.S.

1970

1971

1972

1973

1974

1975

1976

1977

1978

)979

Exports
GNP

4.3

4.1

4.2

5.4

6.9

7.0

6.7

6.3

6.6

7.5

(F.a.s.) to:
Final Sales*

9.3

9.1

9.3

11.7

15.2

15.6

14.9

14.3

15.2

J7.3P

Imports
GNP

4.3

4.6

5.1

5.6

7.6

6.8

7.6

8.3

8.6

9.2

(C.i.f.) to
Final Sales'

9.3

10.1

11.2

52.2

16.9

15.2

17.0

18.9

19.7

21. 2?

* includes Inventory changes 

p   preliminary

Source; U.S. Department of Connerce, International Economic 
Indicators (Various Issues).
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Table m-2

Volume Indices of U.S. Imports and Exports 
(1967 - 100)

Exports Imports 
Total Manufactures Total Manufactures

1970

1971

1972

1973

1974

1975

1976

1977

3978

3979

Source:

124.2

122.9

134.8

166.1

180.6

)77.0

183.1

185.7

205.9

222. 8P

125.3

127.1

138.0

168.5

199.0

191.9

195.5

193.3

215.5

224. 4P

U.S. Department of CoRnerce, 
Indicators (Various Issues).

133.2

144.3

163.9

174.0

167.0

148.2

180.4

203.5

219.6

220.9 

Znternational

146.8

162.2

186.0

195.5

186.4

154.5

194.3

216.7

253.8

254.5

Economic

p • preliminary
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Table X1I-7

U.S. Export Market Shares Adjusted for Changes 
in the QiP Share of the United States*

SF
U.S. share of merchandise exports 

of 15 industrial countries 25.2

U.S. share of exports of aanufactures 
of 15 industrial countries 22.8

U.S. share of O.V of Industrial 
countries 57.1

Index of U.S. merchandise export 
shares 100

Index of U.S. export shares for
wnufactutes 100

Index of U.S. share of Off 100

U.S. merchandise export share 
Index adjusted for changes in 
U.S. Gi? share 100

196S 1970 
(1) <t>

22.7 20.5

KA 18.4

52.« 50.2

(1960

90.0 81.3

NH, 80.7

92.C 87.8

Kft 91.9

1975 
It)

19.9

17.3

40.8

• 100}

79.0

75.9

71.4

106.3

1979 
(I)

16.3

15.5

38.1**

72.3

(8.0

66.7

101.9

* Share of total exports and CKP of U.S. and 14 other Industrial countries 
(Canada* Japan. Austria, Belglue, Denmark, France, Germany, Italy, 
Luxembourg. Netherlands, Norway, Sweden, Switzerland, and the United 
KIngdcn).

•• Estteate

Sources: Prepared ty the Office of The U.S. Trade Representative fron
International rlnanel&l SUtistlc* (IMF) and International Eccnarle 

' (Dept. ot'Ccrnerce), selected Ufues.
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GNP of the industrial group declined fron 57.1 percent of total 
in 1970 to an estimated 38.1 percent In 1979.

More rapid economic growth abroad may have been an element 
contributing to the decline in U.S. export market shares. In 
Table III-7, the index for U.S. export market chare has been 
adjusted to reflect the overall decline in the U.S. share of 
industrial country GNP. The data show that the U.S. export 
market share was falling faster than the U.S. share of GNP in 
the 1960s, but that this trend was reversed in the 1970s. By 
1979, the unadjusted export market share indices for the United 
States had fallen substantially fron the levels of 1960, but 
when adjusted for the declining U.S. share of the total GNP of 
the major industrial countries, the U.S. export market share 
indices were actually above the level of 1960. This was true 
both for general merchandise exports and, to a lesser extent 
for exports of manufactures. These data suggest that the 
declining market shares of the value of U.S. exports may have 
reflected the relatively slower growth of the U.S. economy 
compared with other industrialized countries more than a 
failure on the part of the United States to participate in 
export expansion as much as other countries.

For the United States, the decade of the 1970s was a period 
of restructuring following the depreciation of the dollar in 
the early 1970s. Because dollar depreciation affects the 
competitiveness of U.S. exports directly, it is useful to 
compare export growth since 1970 with that of our major 
competitors. The calculations in Table HI-8 show that on a 
volume basis the United States increased its exports from 1970 
to 1979 by approximately the same extent (80 percent) as the 
average of the seven other largest industrialized countries, 
though not by as much as Japan, France, and Italy. For 
manufacturing exports, however, U.S. growth was slightly less 
than the average for the seven countries and far behind the 
growth of Japan, France and Italy.

These volumes indices may be a more accurate portrayal of 
U.S. export performance than overall market share data. Part 
or all of the decline in the U.S. export market share (based on 
dollar values) in the 1970s may have been due to the 
appreciation in the exchange rates of some foreign currencies 
 gainst the dollar and the resulting depressive effect on the 
value of U.S relative to other country exports in dollar-based 
international comparisons. However, any attempt to deflate 
nominal share data depends upon the deflator chosen and the 
base year used for comparisons.

The experience of the post-war decades and the weight of 
economic analysis support the view that the narrowing of the 
gap between our own economic performance and that of other 
countries was inevitable in the long-term and accelerated by 
U.S. policies fostering post-war recovery in Europe and Japan

111-13
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Table Jll-8

Increase in Volume of Exports 
1370-1979

Overall Manufacturing 
Export Increase Export Increase

Country

United States

France

Germany

Italy

Netherlands

United Kingdom

Japan

Canada

(Percent)

22

96

64

95

75

57

113

57

(Percent)

79

103

63

110*

89*

55

122

70

Trade-weighted average increase 
for the seven »ajor industrial 
countries other than the U.S. 80 85

Source: Prepared by the Office of the U.S. Trade
Representative from International Econoaic Indicators 
(Department of Connerce)

 Calculations for manufacturing exports for Italy and the 
Netherlands were based upon volume indices only through the 
second quarter of 1979. These were the latest available data 
in the June issue of International Economic Indicators.
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and growth in developing countries. The demonstration effect 
that the U.S. economy provided to the rest of the world has 
been strong. The adoption abroad of techniques and technical 
advances developed in the United States contributed to a rapid 
increase in productivity abroad. It nay well be less socially 
costly to expand output by adopting known products and 
processes than by seeking to expand the frontiers of industrial 
production. Furthermore, our major industrial partners, 
perhaps because of the dire economic straights and social 
upheavals that were the legacy of the war, have chosen to 
devote a higher proportion of their annual output to productive 
new investment than has the United States. These factors have 
contributed to slover economic growth in the United States 
relative to other industrialized countries.

It needs to be pointed out, however, that both the raw 
export share comparisons and {even more so} the GNP-adjusted 
share comparisons are subject to index number problems caused 
by exchange rate adjustments. Neither of these aggregate share 
comparisons shed such light on U.S. trade performance relative 
to its major competitors.£/ Comparisons of U.S. export 
performance in specific commodities and in specific markets 
provide a much better indication of U.S. export 
competitiveness. These specific comparisons are considered in 
Chapter JV section 5.

Tables III-9, IIX-10, and III-ll show U.S. export 
performance in manufactures relative to our major competitors 
in foreign markets. The U.S. share of total developed country 
imports of manufactured goods declined from 14.1 percent in 
1962 to 9.5 percent in 1979, while Japan, West Germany and the 
European Community increased their shares. (See Table III-9.il 
The U.S. share of the market for manufactured imports in the 
LOCs declined from 34 percent in 1962 to 26 percent in 1979. 
while Japan and West Germany increased their shares. (See 
Table 211-10.) There has been a similar decline in the U.S. 
share of European Community (EC} imports of manufactures. Part

8/por example, the CNP-adjusted export share comparison could 
be interpreted to mean that, between 1960 and 1979, the share 
of U.S. exports in U.S. GNP rose faster than the share of 
world exports in world GNP. in other words, trade is 
becoming increasingly important to the U.S. economy. The 
fact that the GNP-adjusted U.S. share of world exports had 
increased may simply be due to the growing interdependence of 
the U.S. economy with the world economy and need not have any 
implication for U.S export competitiveness. The exchange 
rate adjustments are particularly difficult to incorporate 
because immediately following the depreciation of the dollar 
all other countries with appreciating currencies had 
increases in their GNP denominated In dollars, the U.S. share 
of world GNP in dollars became smaller.

HI-14
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Table III-9

U.S., Japanese, West German, and European Comreunity
Shares of Developed Country Imports of

Manufactured Goods
(percent)

Year

1962

1963

3964

1965

1966

1967

1968

3969

1970

197}

1972

1973

1974

3975

1976

1977

1978

1979

United 
States

14.1

'3.9

14.0

)3.7

13.5

13.8

13.4

13.2

12.9

11.8

11.2

11.3

10.6

10.8

10.2

9.5

9.5

9.5

Japan 

2.5

2.4

2.7

3.2

3.4

3.4

3.9

4.1

4.5

5.1

5.3

4.5

4.4

3.9

4.6

4.9

5.1

4.2

West Gertnany

10.8

11.1

10.9

10.9

11.1

11.3

11.6

11.9

12.2

12.5

12.5

n.o
31.5

11.0

11.1

11.4

11.9

11.5

European Corvaunitv

36.5

37.0

37.0

37.8

37.5

37.1

37.5

38.5

38.9

40.0

40.9

40.9

36.2

36.7

36.0

36.9

38.6

38.6

Source; U.S. Department of Commerce

(Developed country Imports from the world are used as a 
proxy for world exports to developed countries.)
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Table TII-10

U.S., Japanese, West Gernan, and European Conraunity
Shares of Total Less Developed Country Imports

of Manufactured Goods fron: the Developed Countries
(percent)

Year

1962

1963

1964

1965

1966

1967

1968

196?

1970

1971

1972

1973

1974

1975

1976

1977

1978

1979

United 
States

34.0

33.9

34.2

32.0

32.;
31.2

30.6

28.5

28.8

26.4

2$. 7

26.8

27.2

27.7

27.1

24.6

24.9

26.1

Japan 

9.9

10.8

11.6

13.3

13.4

14.2

15.5

16.9

17.1

19.1

19.6

20.3

21.1

19.4

20.4

21.0

21.0

19.0

West Germany

9.8

9.5

9.5

10.0

10.0

10.3

10.2

10.3

10.6

10.8

10.7

n.5
12.0

11.7

12.2

12.6

12.2

11.3

European Community

45.2

44.2

43.)

43.2

41.6

41.0

40.7

41.0

40.4

41.2

41.1

39.5

38.4

41.0

40.3

42.4

42.0

41.8

Source; U.S. Department of Corwaerce

(Developed country exports to the less developed countries 
(LDCs) are used as a proxy for total LDC imports.)
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Table IIX-11

U.S., Japanese and West German Shares of Total European 
Community Imports of Manufactured Goods from the World

(percent)

Year

1962

1963

1964

3965

1966

1967

1968

1969

1970

3971

1972

1973

1974

1975

1976

1977

1976

1979

Source: U

(Compiled

United States

11.4

11.0

10.9

\0.4

10.1

10.2

10.0

9.6

9.7

8.f

7.7

7.8

7.5

7.6

7.4

6.8

7.0

7.1

.5. Department of

Japan

1.0

0.9

1.0

1.1

3.2

1.2

1.3

1.4

1.6

1.8

2.2

2.0

2.0

l.«

2.1

2.3

2.4

2.1

Coroner ce

froa the IMF publication. Direction of

West Gen

10.6

11.3

11.1

11.1

11.7

12.4

12.9

13.4

13.6

14.0

14.2

14.7

13.6

13.1

13.6

13.7

14.2

13.8

Trade.
As defined by the IMF, the world includes all 153 countries.)
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of the fall in the U.S. share of the EC market is due to the 
process of European economic integration which has caused an 
increase in intra-European trade. However, Japan was able to 
increase its share of the EC market, at the same tine that the 
U.S. share declined. (See Table III-ll.)

Table IIX-1 showed that imports are playing an increasingly 
important role in the U.S. economy. In part, this increase has 
been due to the rapid increase in U.S. imports from the less 
developed countries (LDCs), particularly in manufactures.9/ 
The non-oil LDCs have increased their share of total U.S. 
manufactured imports from 13.7 percent in 1970 to over 25 
percent in 1979. (See Table 111-12).

Figure HI-1 shows that the LDCs have a larger share of 
total manufactured imports in the United States than in most of 
the other developed countries. Only Japan has a larger LDC 
share of total imports. Fi-yjre HI-2 shows that after 
normalizing for market size, LDC exports of manufactures play a 
much larger role in the U.S. economy than in most developed 
countries. Table 111-13 shows that between 1970 and 197?, the 
U.S. share of total LDC exports of manufactures increased by 25 
percent, while the Italian, French, U.K., and Japanese shares 
declined.

2.3. Trends in U.S. Trade Balances

Before proceeding to an overview of historical trends in 
U.S. trade balances. It is useful to consider how the various 
trade balances are measured. Three frequently used measures of 
net U.S. trade flows are shown in Table HI-14 and graphed in 
Figure HI-3. They are: (1) The merchandise trade balance, 
which is a narrow measure of the dollar value of the net flow 
of tangible goods,IP/ (2) The balance on goods and

2/For a more detailed description see. Haters (1979).

IP/By convention, exports are usually valued "free along-side 
ship" (F.a.s.i, that is, they are valued in terms of the 
U.S. price at the point of departure from the United States. 
American imports are also valued in dollars (converting from 
the foreign currency price via the exchange rate) at the 
foreign port of departure. Most other countries value their 
export* r.a.s. and their imports C.i.f., which includes the 
cost of insurance and freight for the goods at the port of 
arrival. The difference between the two systems of 
valuation is that the U.S. system measures only the value of 
goods traded, not the value of the goods plus the services 
ssociated with delivering them. Measuring exports F.a.s. 
and imports C.i.f. is tantamount to assuming that the United

m-15



332

Table

Developed and Less Developed Country Shares of U.S.
Imports of Manufactured Goods

(percent)

Year

1970

1971

1972

1973

1974

1975

1976

1977

1978

1979

Sources:

Developed Countries Less Developed Countries

8 ',.8

86.1

83.9

81.3

79.1

80.3

77.5

77.2

76.6

73.1

United States Trade

13.7

U.4

15.4

17.o

19.7

18.9

21.7

22.0

22.4

25.8

with Major World Areas (U.S.
Department of Conserce, Overseas Business Reports, 
1977 and 1979).

Preparedi j>y: Office of Foreign Econoaic Research 
U.S. Department of Labor 
June 1980
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Figure m-l

tDC Penetration in Individual Inoorting Countries

Share of LDCs Jji Ifctal Manufactures Irpcrts, 1977 
(Percent)
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Figure IX1-2

Bt*"'"«-to>'»*tt Sin

Imports of fc'4<xif»:tgf« fieri LDCl
1C,

_1P1 <*«•*•

II "*

V

r^\

1977

" c-*

.« c.

•»»

*****

.41 *

£>"» #»*

•if

J» '•

C^M^AM.^ «S

P.«M

»*•

J4 fftM*

Jl 1»«

P« Op.1* Imp

41

It

1>

41
D*.

H

•»n«Cn

VI

14

^4ry Aif

1

14

*|> *4

•

SOt:»CE; J. Vater*. -DC l«port» fro* LDCi." C.I.A.. 1979.



335

Table 111-13

Relative size of Major Industrial Markets for LOG 
Exports of Manufactures 

($ Billions)

LDC Exports Of 
Manufactures to:

United States

Canada

Japan

United Kir.gdor

France

Gersany

Italy

Total of the 
Seven Industrial 
Markets

1970

S Million

3.609

220

992

1.158

895

1.222

632

8.728

Percent Snare 
of Total 

Manufactures 
Exports by 

LDCs to 
Seven 

Industrial 
Market**

w

41.3

2.5

11.4

13r3

10.3

14.0

7.2

100.0

1977

$ Million

17,300

1.209

3.833

3.372

2.097

5.161

1.569

34.541

Percent Snare 
of Total 

Manufactures 
Exports by 

LOCs to 
Seven 

Industrial 
Markets*

50.1

3.5

11.1

9.8

6.1

14.9

4.5

100.0

Source: Organization for Economic Cooperation and Development.
*7M« c«l\an sho*-* each i»forte;** »h*rc of total LDC »»nuf*cture«l export* to 
seven Industrial rarkets. For txuple. in 1?T", total I2C export* of »*ftufactur«s 
to thi* wrXct v«r« :8.7 billion «t which $3.» billion, or 41 percent, «nt to 
th* United States.
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service*, which is a broader measure including certain services 
is well as merchandise trade. These services include 
international travel* insurance, and transportation* as well as 
payments and receipts of fees and royalties for patents, 
manufacturing rights, techniques, management, professional and 
technical services, and income from U.S. assets abroad. (3) 
The balance on current account, which includes all oC the 
flowsrecorded in the balance in goods and services as well as 
unilateral transfers. These transfers include official U.S. 
government foreign assistance, government pensions, and private 
religious, charitable, educational, scientific and other 
remittances.

All three balances have macroeconoaic significance. The 
broadest measure, the balance on current account, can be 
interpreted as the difference between national production and 
national expenditure. Thus, a surplus on current account means 
that the nation Is producing more than it is spending; a 
deficit means that expenditure exceeds production.

Figure HI-3 shows the various trade balances from i960 to 
1979 and Table 111-15 shows the average rates of growth of real 
GNP in the United States and in our major trading partners 
during the sane period. A comparison of Figure HI-3 and Table 
111-15 reveals the importance of macroeconoaic factors in 
influencing the trade balance. For example, the 1960-1964 
period was characterized by relatively slow economic growth and 
a low rate of inflation in the United states compared to our

States provides none of the services associated with 
delivering its exports or imports. Measuring all trade 
F.a.s. avoids the problem of deciding who (U.S. residents or 
foreigners) provides these services. To the extent that the 
services associated with the international transportation of 
goods cause inflows or outflows of money, they are recorded 
in the various categories of the goods and services accounts 
of the U.S. Balance of Paynents accounts. For a wore 
detailed description of these accounts consult the Survey of 
Cut rent Business (July 1978). The Trade Act of 1974 
mandates that U.S. imports also be presented C.l.f. in 
reports to Congress. For balance of payments purposes, the 
data on imports in Figure HI-3 are reported on an F.a.s. 
basis. Figure IXI-3A shows the merchandise trade balance on 
both an F.a.s. and a C.i.f. basis.

111-36
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Table 1IJ-15
Real GNP Growth Rates

(Annual Percentage Rates)

United Six Major Industri
Year
T9TI

1962

1963

1964

Average

1965

1966

1967

1968

Average

1969

1970

1971

1972

1973

1*74.

1975

1976

1977

1978

1979

SOURCES!

States
2.6

6.7

4.0

5.5

1961-64 4.6

6.3

6.6

2.6

4.6

m*-*8 5.0

2.8

0

3.3

6.2

5.9

-2.2

-1.3

6.0

4.9

3.8

2.0

International Economic Report of
Economic Report of the President
Bank World Tables (1976)

Country Average
6.6

4.9

5.7

7.2

6.1

4.5

4.7

5.2

8. 1

5.6

7.3

6.0

3.?

6.4

6.8

-0.5

-0.4

5.2

3.3

3.8

4.2

the President
(1979), and Wo

 The six major industrial countries are: Canada, United 
Kingdom, Germany, Japan, Italy and Prance. The average lit 
GNP weighted and is based on 1967-69 exchange rates for data 
until 1974. Post 1974 data are based on 1977 exchange rates.
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vajor trading partners.ii/H/ partly due to thes** 
 acroeconomic factor* the U.S. trade surplus increased during 
this period and peaked in 1964. The 1965-1969 period was one 
of nore rapid U.S. growth and higher inflation, again relative 
to our foreign trading partners. These factors caused the 
trade balance to decline until 1969. The United States entered 
into a recession in 1969-70. At the same time, most of our 
trading partners maintained fairly high rates of growth. As a 
result, the U.S. trade surplus leveled off in 1969 and rose in 
1970.

The recession ended by 1971 and real economic growth in the 
United States picked up while growth in the icajor Industrial 
countries declined. The U.S. merchandise trade balance went 
into deficit (as did the balance on current account) for the 
first tine in ninety years. The U.S. deficit put several of 
the strong European currencies under speculative pressure. 
These currencies were allowed to float in Hay 1971 end they 
appreciated vis-a-vis the dollar. The dollar was formally 
devalued by about 10 percent in December, 1971.il/

is important to eiaphasize that both the rate of growth 
of real income and the propensity to spend extra income on 
imports exert significant influence on the U.S. trade 
balance. There is fairly strong empirical evidence, for 
example, that the U.S. propensity to spend extra incone on 
imports is higher than thnt of our major trading partners. 
This implies that even if the U.S. were to grow at the same 
rale as our trading partners, U.S. imports would grow faster 
tnan our exports and the *.rade balance would tend to 
deteriorate, holding everything else constant. Sec 
Houthafcfcer and Hagee, (1969).

12/There are no cocwonly accepted comparative measures of 
changes in international competitiveness. The theoretical 
and empirical problems of constructing such inflation and 
relative price measures are formidable and so no price 
indices are presented here. For a comparison of several 
indices of international price competitiveness, sec R. z. 
Lawrence, (1978) and (1979). The Bureau of Labor Statistics 
is conducting research in this area. Advances are being 
Bade by BLS, Division of International price Indexing, at 
compiling a consistent export price index scries at a 
detailed level, for some of the major countries. See John 
K. Suonela. (1978).

11/There is evidence which suggests that there were
significant changes in the structure of U.S. comparative 
advantage in the late 1960's or early 1970's. See Stern, 
Baum and Greene, (1979), for details. See also H. p. Bowen, 
 Changes in the International Pattern of Factor Abundance
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The U.S. economy grew rapidly In 1972 and the trade balance 
continued to deteriorate. The dollar was devalued again in 
February 1973. Figure 111-4 charts the changes in the nominal 
effective (trade-weighted) exchange rate between 1971 and 
1979. By mid-197* the cumulative depreciation of the dollar 
relative to th* currencies of the 14 major industrial countries 
was about IS percent. The trade balance improved substantially 
in 1973 in spite of the cumulative effect of the oil price rise 
and the high rate of U.S. growth.il/

The United States entered a major recession in 1974-75, 
brought about in part by the oil price increase of 1973. The 
trade balance deteriorated sharply in 1974 as expenditures on 
oil imports rose from $8 billion in 1973 to S24 billion in 1974 
and U.S. exports failed to rise as rapidly. The recession in 
1975 caused the trade balance to Improve as U.S. imports fell, 
while exports rose by almost $10 billion.

The recession ended by early 1976 &nd the merchandise trade 
balance fell by $18 billion. The current account and the 
balance on goods and services remained in surplus, mainly on 
the strength of U.S. exports of services.

Real growth in both the United States and our major trading 
partners declined in 1977. However, the decline in growth was 
more severe abroad, and the growth rate differencial actually 
widened. The U.S. merchandise trade deficit rose to $31 
billion, a deterioration of almost $20 billion over 1976. Oil 
imports continued to grow rapidly (by $9 billion in 1977).

The U.S. economy slowed down again in 1978-1979. The 
dollar depreciated by about 8 percent vis-a-vis the 14 major

and the Composition of Trade: A Multi-Country Analysis of 
Changing Compensation Advantages In Manufactured Goods with 
Special Reference to the United States" and H.P. Bowen and 
J. Pelzman," A CMS Analysis of U.S. Export Growth," for more 
evidence on the changing structure of U.S. comparative 
advantage. Both of these are appended as background 
analytic papers to this report.

If/The 1973 oil price rUe occurred late in the year and 
therefore had a relatively moderate impact on the trade 
balance in that year. It is extremely important to 
emphasize that it is often inappropriate to single out an 
Increase in Imports of any single item, in this case oil, 
and then to attempt to impute part of the change In the 
trade deficit to the increase in Imports of that item. In 
the discussion which follows It should become clear that an 
Increase in petroleum imports is bound to lead to soae 
increase In U.S. exports to ths oil exporting LDCs, although 
U.S. exports have not tended to increase rapidly enough to 
offset increased expenditure on oil imports.

XII-18
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trading countries between January 1977 and December 1978. By 
1979 the combined effects of slower growth and the depreciation 
helped to reduce the trade deficit. Although U.S. exports rose 
rapidly in 1979, increased expenditure on oil imports prevented 
much improvement in the merchandise trade account.

Having examined aggregate trends in the various trade 
accounts, it is useful to decompose the merchandise account 
into various components and examine U.S. trade performance in 
manufacturing, agriculture, and petroleum. Figures HI-5, 
III-6, and HI-7 show the trends in exports and imports of 
these commodities and Figure III-8 summarizes trends in the 
three balances.

Agricultural trade tends to be quite variable over time 
because domestic and foreign production are heavily dependent 
on the weather. U.S. agricultural exports and imports both 
grew fairly steadily from 1960 to 1966, The net export surplus 
in agriculture peaked at S2.5 billion in 1966. The period 
1967-69 was characterized by falling exports and growing 
imports. Exports began to increase in 1970 and juaped sharply 
in 1973 and 1974 as a result of greatly increased grain sales 
to the centrally planned economics. The agricultural trade 
surplus has averaged over $10 billion per year since 1973 and 
reached a recoid level of $16.3 billion in 1979.

For the past two decades the United States has generally 
maintained a strong surplus in manufactured goods. The trad 
balance in manufactured goods has tended to reflect changes in 
GNP growth rates in the United States and abroad. 
However, U.S. trade performance in manufactured goods was 
relatively weak in 1977 and 1978. The deterioration in net 
U.S. manufactured goods exports may be due, at least in part, 
to the slowdown in economic growth in our major trading 
partners between 1976 and 1978. World investment was quite 
weak in this period and consequently demand for capital goods, 
of which the United States is a major exporter, vas also weak.

Another possible explanation for the decline In net U.S. 
exports of manufactures is that the United States is gradually 
losing its traditional competitive advantage in this 
area.ll/ The evidence presented in Section 3 of Chapter IV 
on market shares in manufacturing tends to support the 
hypothesis of declining U.S. competitiveness in manufactures. 
The evidence Is not conclusive however,. The trade balance in 
manufactures improved significantly in 1979, which suggests

C.M. ASo and R. Rosen, "Trends in Technology-intensive 
Trade," (Appended to this report) for a more detailed 
discussion of this point. Section IV of this Report 
presents a detailed analysis.
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that the deterioration in 1976-76 »ay have been primarily due 
to cyclical factor*. The lagged response of trade flows to the 
dollar depreciation in 1978-1979 has also contributed to the 
improved manufactures trade balance in 1979.

It is instructive to decompose U.S. manufactured goods 
trade into three major sectors: capital goods, consumer goods 
and automotive vehicles, parts and engines.IS/ Trends in 
these sectors are shown In Figures III-9, III-ll, and 111-12.

The United states has a strong apparent competitive 
advantage in capital goods. Figure HI-9 shows that the net 
export surplus in capital goods has increased in almost every 
year since i960. Another source of strength in United states 
trade balance has been trade in technology-intensive 
commodities. Often capital goods and technology-intensive 
products overlap like in some electrical equipment industries.

Figure HI-10 shows the trade balance in technology and 
non-technology Intensive commodities. This figure shows that 
the United States has consistently had a trade surplus in 
high-technology products and a deficit in non-technology 
intensive products. The definition of R*D intensive 
manufactured goods in this case is based on the National 
Science Foundation's definition which includes chemicals, 
nonelectrical machinery, electrical machinery, aircraft, and 
professional and scientific instruments. An alternative 
definition of R*D intensive manufactured goods will be 
discussed and used in Section 6 of Chapter IV where trends in 
technology-intensive trade are examined in detail.

In contrast to capital goods, the United States has a long 
history of deficits in consuser goods and automotive products. 
The automotive balance first went into deficit in 1968 and the 
deficit has grown significantly and consistently ever since. 
Since 1965, U.S.-Canadian automotive trade increased 
dramatically as the result of the Canadian-American Automotive 
Agreement of 1965 which lowered or removed tariffs on 
automotive trade between the two countries. Japan rapidly 
increased its exports of automotive vehicles to the United 
States from $248 million in 1968 to $9 billion in 1979. The 
automotive deficit with Japan has increased substantially since 
1973, in part a result of greatly increased American demand for 
fuel-efficient cars since the oil price rise.

The U.S. deficit in non-automotive consumer goods has also 
deteriorated since 1960. The deficit grew in the early 1970s

If/Capital goods are typically machines used In the
production of other goods. Consumer goods generally are 
destined for household use, such as consumption of durables 
(washing machines, stereo equipment, etc.).

ZII-20

67-S3S 0-80-23



o
;o

p

81

5?C
O

M
 

O
/ 

GO 
ti9 

/9
 

99 
£9 

.j—
—

|_

til

02 io
 

.>M

OC 
o o

ot-

6/61-0961 
ij 

spcoo 
j

-3



351

Figure 111-10
U.S. trade balances In R&D-InlensIve manufactured goods, 

non-R&D-Intenslve manufactured goods, *nd transportation equipment
BILLION 

$40r

30

20

10

•10

-20

-30L

RiD-lntensive 
' manufactured goods'

Transportation
equipment"

NonR&D-intensUe 
manufactured goods*

62 64 66 68 70 72 74 7S 78 79
MOTES:

*Rit>lntenstve manufactured goods Include chemicals, nonelectric*) machinery, dectrtcal
machinery tliciatl professional and scientific instruments. 

"Transportat»oft equipment lefeu to motor veMcies and ptrts 
'Non R&Olnlenslvt goods Includes food poducts, mtlats and fabrication, other manufacluong

SOURCES*fc'*ncefnd/cifoM 1975 Department of Commerce Domestic and International 
Business Administration, Qwsttt Busmtst fttportt, August 1967, April 1972, Apt It 1977 June 1978, 
August 1979, 1979 data preliminary.
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and U.S. imports of consumer goods such as electronic products 
and clothing increased rapidly. Much of the increase in 
consumer imports since 1971 has come from Japan and the more 
developed Asian exporters like Taiwan, Korea, and Hong Kong.

The United States has been a net importer of petroleum and 
petroleum products over the entire 1960-79 period. The 
petroleum deficit began to climb in the mid to late 1960s 
because domestic production began to peak while consumption 
increased rapidly. Dramatic increases in the deficit occurred 
after the oil price rise of 1973. The oil deficit rose 
continuously from $7 billion in 1973 to $41 billion in 1977. 
The deficit declined to $38 billion in 1976 as domestic 
production cliabed and the rate of increase in consumption 
began to fall. However, the petroleum deficit jumped to $55 
billion in 1979, in large part due to recent OPEC price 
increases.

2.4. The Country'and Regional Composition of U.S. Trade

Most U.S. trade has historically been with the developed 
countries (DCs). Indeed, all through the 1960s the share of 
total U.S. trade with the DCs increased steadily. In 1960, 
about 65 percent of U.S. exports went to developed countries 
and 60 percent of U.S. imports were purchased from the 
developed world. By 1971 the DC share of U.S. exports and 
imports had risen to 69 percent and 74 percent respectively.

Since U.S. trade with the developed industrial countries 
accounted for the major portion of total U.S. trade, it is not 
surprising that the trade balance with the developed countries 
tended to move in tandem with the overall merchandise trade 
balance in the 1960s and early 1970s. Figure IIX-13 charts the 
trend in the U.S. merchandise trade balance with the developed 
and less developed countries.

In the period since 1971, however, there has been much less 
regularity in the regional composition of the trade balance. 
Since 1971, the LDCs as a group, and the oil exporting LDCs in 
particular, have played an increasingly important role in U.S. 
trade. In 1972 the LDCs supplied only 26 percent of total U.S. 
imports. By 1979 the LDC share of U.S. imports had risen to 45 
percent.!!/

The LDC share of U.S. exports also rose, from 31 percent in 
Z972 to 37 percent in 1978. However, almost all of the 
increased LDC share of U.S. trade since 1972 is accounted for

IZ/For a detailed discussion of U.S. trade with the LDCs, see 
Central intelligence Agency (1978).

111-21



tc 
FBilhons of Dollars

;<? •*c 'o
"I
o

SS8



356

by the growing share of the oil exporting LOCs. These 
countries bought 8 percent of U.S. exports and provided 8 
percent of U.S. imports in 1972. By 1977 the oil exporters' 
shares of U.S. exports and imports jumped to 14 percent and 26 
percent respectively. The non-oil exporting LOC's shares of 
U.S. exports and imports were virtually unchanged between 1972 
and 1979.

The period 1960-73 was characterized by trade surpluses 
with the LDCs which peaked at $2.6 billion in 1970. Since 1973 
the United States has been a net importer from the LDCs. 
However, until 1977, almost all of the LDC deficit was really a 
deficit with OPEC and the other oil exporting LDCs alone. The 
United States maintained a trade surplus with the non-oil LDCs 
until 1977, when a $2.3 billion non-oil LDC deficit emerged. 
The deficit widened to $4.3 billion in 1978. The deficit was 
eliminated in 1979 and the United States ran a small surplus 
with this group of countries.

At least part of the deterioration in the U.S. trade 
position with the non-oil LDCs appears to be du-. to rapid 
growth in U.S. imports from the more industrialized developing 
countries, notably Taiwan, Korea, Hong Kong, and Brazil. 
Figure III-M shows the trends in the U.S. trade balance with 
the oil and non-oil exporting less developed countries.

The U.S. trade balance with the oil producers was 
negligible from 1960 to 1972. The oil price rise in 1973 
resulted in a large and rapidly growing deficit with the oil 
exporters which peaked at $22 billion in 1977. In 1978 the 
deficit with the oil exporting LDCs declined to about $16 
billion. However, in 1979, the deficit jumped to over $30 
billion due to substantial increases in oil prices.

The United States maintained a small trade surplus with 
Japan in the early 1960s. However, by 1965 U.S. imports 
exceeded exports to Japan by $300 million. The deficit 
continued to grow until 1972, when it reached $4.1 billion. 
The dollar depreciations of 1971 and 1973 appear to have helped 
slow down growth in U.S. imports and increase U.S. exports to 
Japan between 1973 and 1975. However, by 1976 the deficit 
began to rise rapidly and it reached about $12.0 billion in 
1978. The major increases in U.S. imports from Japan since 
1976 have been in automotive and consumer goods and in some 
industrial supplies socl. as steel. In the second half of 1978, 
U.S. imports from Japan began to slow down and exports grew 
moderately. This trend probably reflects the massive 
depreciation of the dollar vis-a-vis the yen since mid-1977 
(about 35*40 percent). The U.S. deficit with Japan declined to 
less than $9 billion by 1979.

Canada, our largest single trading partner, accounts for 
roughly 20 percent of total U.S. imports and exports. As

HI-22
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Figure 111-15 shows, the United States maintained snail 
surpluses with Canada until 1968 when a $900 million deficit 
was recorded. Since 1968 the U.S. deficit with Canada has 
grown fairly consistently * the only tine the deficit declined 
was in the 1974-75 recession. The deficit with Canada 
re-emerged in 1976 and reached $5 billion in 1979.

Historically, we have experienced substantial surpluses 
with the European Community. However, in 1977 the U.S. surplus 
with the E.G. began to decline. The surplus fell from $7.5 
billion in 1976 to $4.4 billion in 1977 and declined again in 
1978 to $3.5 billion. The surplus rose to over $9 billion in 
1979.

Tables IXI-16 and 111-17 show the country and regional 
composition of U.S. trade in agricultural and manufactured 
goods. Table 111-16 shows that the U.S. surplus in 
agricultural goods has been concentrated in the developed 
countries (especially the E.G. and Japan) and to a lesser 
extent in the centrally planned economies.

Table HI-17 shows that the United states tends to run 
trade surpluses in manufactured goods with the LDCs fesoecially 
the OPEC countries) and trade deficits with the developed 
countries {except Canada). The U.S. deficit in manufactured 
goods is concentrated with Japan.

Tables 111-18 and HI-19 decompose U.S. trade in 
manufactured goods into capital goods (including trucks and 
buses) and consumer goods (including automotive vehicles, parts 
and engines). The U.S. trade surplus in capital goods is 
concentrated in the less developed countries. The surplus with 
the developed countries is mainly with the European Community 
and Canada; the United States runs a capital goods deficit with 
Japan.

2.5 Summary

This section has attempted to summarize recent trends in 
U.S. trade. Subsection 2.2 indicated the growing importance of 
trade to the United states, subsection 2.3 showed the 
importance of macroeconomic factors in explaining changes in 
the trade balance. Subsection 2.4 examined changes in the 
country composition of U.S. trade, some preliminary evidence 
was also presented to support the hypothesis that there have 
been changes in the structure of U.S. comparative advantage. 
Chapter IV presents a more sophisticated and detailed analysis 
of both the structure of U.S. trade and actual U.S. trade 
performance.

Chapter V presents a detailed analysis of the possible 
causes of the changes in U.S. trade structure and the decline
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in its world share of exports. Anticipating these results, the 
analysis in Chapter V suggests that a major reason for the 
decline in U.S. export market shares is the fact that the 
United States emerged from world War IX with an enormous share 
of the world's productive resources, especially capital, 
technology and skilled labor. Since World War It, however, the 
other major industrial countries (particularly J.ipan) have 
accumulated productive resources wore rapidily than the United 
States. More recently, /it least since the 1960s, many of the 
less developed countries have also experienced very rapid 
growth in their stocks of productive factors.

As a result of these differential rates of factor 
accumulation, the U.S. share of world resources has declined. 
Based on the standard theories of comparative advantage, one 
would predict, and the trade data discussed above help confirm, 
a concomraitant decline in the U.S. share of world exports. The 
policy implications of the changes in the U.S. export share are 
considered in Chapter VI.
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IV, THE STRUCTURE OF U.S. COMPARATIVE ADVANTAGE: DETAILED 
COMMODITY REVIEW OF U.S. TRADE PERFORMANCE

OVERVIEW AND SUMMARY

This chapter examines, at & detailed commodity level, the 
competitiveness of U.S. producers in world markets. It 
examines both the short-tern, and the more subtle 
long-term, changes in this competitiveness. A variety of 
measures and indicators are used to examine and assess 
changes in competitiveness and the structure of trade.

Although trade is becoming increasingly important to the 
U.S. economy, the United States is playing a relatively 
smaller role in the world economy. An analysis of U.S. 
export market shares for 102 manufactured commodities 
indicates that the United States had trend declines in 71 
percent of the commodities compared to 26 percent for Japan 
and ?4 percent for West Germany. Host of the U.S. declines 
occurred in the 1960s with the 1970s representing mostly a 
period of stabUzation.

Among the top five U.S. manufacturing export earners (road 
motor vehicles, nonelectrical machinery, aircraft, other 
electrical machinery, and office machines (computers)), 
only aircraft had an increase in its export market share.

Most of the declines in U.S. world market shares for these 
(and other) manufactured goods in the 1960s were due to a 
decline in competitiveness. For the 1970s, the analysis 
indicates that the slower growth in major U.S. export 
markets was an important factor contributing to slower U.s 
export growth.

A comparison is made between the U.S. export performance 
and that of four major competitors (France, Germany, Japan 
and the United Kingdom) in common third markets. Of the 
top seventeen U.S. export commodities, fourteen experienced 
share losses in the world market between 1962 and 1969, and 
all seventeen showed losses to these competitors between 
1970 and 1977.

The United states still has a competitive advantage in 
technology-intensive products in world markets. I.t 
particular, when compared to its major competitors, the 
United States still has: 1) a greater concentration of 
high-technology exports, (2) one of the largest export 
market shares in high-technology products, (3) the greatest 
technological content in its exports, and thus more 
high-technology products among the products which

IV-)
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characterize its comparative advantage. However, there are 
several indications that the U.S. dominance in trade of 
high-technology products is being eroded.

The rapid growth of Japanese exports of 
technology-Intensive goods, and the growing share of 
Japan's exports to markets that were traditionally 
dominated by U.S. producers, demonstrate that Japanese 
competitiveness in technology-intensive goods is 
increasing. Consequently, Japan has joined the United 
States in having a comparative advantage in 
technology-intensive products and this implies that 
competition between the two countries in these products 
will increase in the future.

U.S. agricultural exports increased rapidsy in the last 
decade as a result of increased world demand. The 
increased demand was due primarily to: (1) rapid 
population growth in developing countries, (2) increases in 
real per capita income in the more developed countries, and 
(3) foreign consumers upgrading the quality of their diets 
by consuming wore livestock and poultry products.

The United States responded to this demand and increased 
its world market share. This increase in world market 
share was due to: (1) the ability of agricultural products 
of the United States to increase output at a lower cost 
compared to other grain exporters, (2) the price 
competitive effects of the depreciation of the dollar 
relative to the currencies of major importers and, (3) the 
capacity of the U.S. transportation system and port 
facilities to deliver large quantities of agricultural 
products to foreign markets.

The United States has the capacity to further increase its 
agricultural exports in the future, and with smaller 
increases in unit costs than many of its competitors. 
However, the country's future ability to compete nay depend 
on two important factors. First, investment- in 
agricultural research have been lagging in real terms for 
almost a decade, and have contributed to a recent leveling 
off of increases in productivity growth. Other countries 
have substantially increased their investments in 
agricultural research, and may thereby be able to expand 
their productivity ond reduce future import requirements. 
Second, the rising price of energy may require increased 
investment in energy-saving technologies if the United 
States is not to lose its competitive position relative to 
countries with less energy-intensive agricultural methods.

IV-2
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IV. THE STRUCTURE OF U.S. COMPARATIVE ADVANTAGE; OETAILgD 
COMMODITY REVIEW OF U.S. TRADE PERFORMANCE

I. INTRODUCTION

This chapter examines, at a detailed commodity level, the 
competitiveness of U.S. producers in world markets. It 
examines both the short-term, and the more subtle long-term, 
changes in this competitiveness.

The analysis employs and compares most of the methodologies 
and indicators normally used to examine competitiveness and 
comparative advantage. These include: largest export earners, 
export shares, constant market share analysis (CHS), net 
exports, export-import ratios, revealed comparative advantage 
indexes and exports and imports relative to domestic production 
and consumption. The analysis also examines U.S. export 
performance relative to foreign competitors in important 
commodities in third markets where all producers face the same 
market conditions.

The chapter begins with a brief theoretical explanation of 
the determinants of U.S. trade performance and competitiveness 
in world markets. Section 3 then presents an analysis of the 
performance of U.S. producers in world markets on the basis of 
world market shares. In addition, the growing importance of 
trade to the U.S. economy is examined and key export sectors 
are identified and their trade performance assessed.

Following that detailed review, Section 4 presents the 
results of a constant market share analysis of the growth in 
key U.S. exports. The constant market share analysis allows 
export growth to be decomposed into the part due to the growth 
in world trade, the part due the commodity composition of U.S. 
trade and the part due to the market distribution of these 
exports.

As a check on that analysis, in Section 5, a comparison is 
made between the export performance of the United States and 
that of four major competitors (France, Germany, Japan and the 
United Kingdom) in common third markets. Finally Sections 6 
and 7 are devoted to an indepth analysis of two major sources 
of U.S. export strength: high technology and agricultural 
products.

IV-3
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2. OVERVIEW OF THEORETICAL EXPLANATIONS OF TRADE STRUCTURE

2.1 The Role of Relative Resource Supplies

The central theory of international trade, the factor 
abundance theory, postulates that the composition and direction 
of international trade flows are determined by differences in 
the relative supply of productive resources (capital, labor, 
land, etc.) among countries. The linkage between these 
resource supplies and a country's comparative advantage in 
producing and exporting particular commodities is dependent 
upon the intensity of use of each resource in production.

For example, a country with a relative abundance of capital 
compared to the rest of the world will face a price for the use 
of capital relative to labor services less than that faced by 
the rest of the world. Thus, industries whose products employ 
more capital relative to labor in production (i.e., are 
capital-intensive) can produce a unit of output of such goods 
at a lower cost than can the rest of the world. But by the 
same logic, the rest of the world can produce at a lower cost a 
unit of output of labor-intensive goods. Consequently, the 
capital-abundant country will have a comparative advantage in 
capital-intensive goods and will export these in exchange for 
labor-intensive goods. Although seemingly simplistic, the 
logic of this theory is compelling.

A number of studies of the resource determinants of U.S. 
trade structure have found that the U.S. comparative advantage 
rests in those commodities whose production is intensive in the 
use of capital and skilled labor relative to semiskilled and 
unskilled labor.I/ Implicit in these findings is the 
inference that the United States has an abundance of capital 
and skilled labor relative to the other resources.

Since the relative supply of resources in a co^.itry exerts 
a powerful influence in determining the structure of its trade, 
changes In a country's supply of resources can be expected to 
exert pressure to alter the structure of its trade. Tor 
example, a country whose availability of capital relative to 
labor increases faster than that of the rest of the world will 
be pushed toward greater production, and thereby greater 
export, of capital-intensive commodities and will 
correspondingly reduce its production, and increase its 
imports, of labor-intensive corwaoJities.

I/A detailed review of the theoretical and empirical
literature of the determinants of U.S. trade structure is 
contained in the background paper by Aho and Bowen (1980).

IV- 4
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Therefore* changes in the international distribution of 
resources among countries can be expected to be a major force 
behind the changes in a country's trade structure over tine. 
The influence of changes in the international distribution of 
resources has often been overlooked in considering the 
underlying causes of changing trade patterns since the effect 
of these changes is thought to occur relatively slowly.

Section 1.1 of Chapter V examines the changes that have 
occurred in the supply of resources in the United States and 
other countries since the early 1960s and assesses the impact 
of these changes on the performance of the United States 
relative to other countries in international trade, fhe 
background paper by Bowen (1900) provides an indepth analysis 
of these effects.

2.2 Technology as a Determinant of Trade structure

Although the factor abundance theory constitutes the 
central explanation of the pattern of international trade 
flows, it requires that the linkages between resource supplies, 
the relative utilization of these resources in production, and 
ultimately product prices, be unbroken. In theory, the 
complete linkage requires a number of simplifying 
assumptions.!/ One of the most important assumptions of the 
factor abundance theory is that the available production 
techniques (technology] for producing a commodity are identical 
across countries!/. To the extent that information flows are 
imperfect, the direct linkage between relative resource

2/This, however, should not be taken to imply that the 
relationship between the theory and actual trade flows is 
invalid since the purpose of a theory is precisely to distill 
the important underlying variables through simplification. 
Once the important variables have been identified, the theory 
can then be expanded by examining the consequences of 
relaxing one or more of the simplifying assumptions.

2/Another major assumption of trade theory is that traded 
goods are homogeneous and therefore price is the sole 
determinant of trade. However, a close examination of trade 
figures demonstrates that tvo-way trade or "intra-inrtustry" 
trade in the same commodity is quite coaoon. For example, in 
an examination of U.S. trade data. Finger (1975), has 
determined that about 44 percent of U.S. trade is 
ir.tra-industry trade. Finger (1975, 1978) argued that while 
intra-industry trade is an interesting "empirical phenomenon* 
its measurement presents a fundamental ambiguity arising from 
the fact that its identification heavily depends upon the 
degree and the kind of homogeneity of the commodities 
included in each statistical group.

I "-5
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supplies, factor usage and output prices is weakened. 
Consequently, the degree of differential information about 
production techniques across countries can play an important 
role in determining the structure of a country's comparative 
advantage.

Technology can also affect trade flows when new products 
are the result of technological effort. If a new product is 
developed and produced in a country for some period of time, 
that country has an advantage over other countries in 
production and export.

A number of studies of U.S. trade have found that proxies 
for differences in knowledge provide a significant explanation 
of the structure of U.S. trade. Examples of these proxies are 
research and development expenditures (R&DJ and the percentage 
of scientists and engineers employed in an industry. These 
proxies could represent two different, though related, 
hypotheses. The first is that "knowledge" is an input into the 
production process, just like capital or any other input. If 
so, then technology (knowledge) as a determinant of trade 
structure is not in conflict with the factor abundance theory, 
but rather requires only that one account for this resource 
when considering a country's resource availability. For 
example, the United States, until recently, devoted more of its 
national income to research and development than other 
countries. It follows that the United States would have an 
advantage in the production of commodities which intensively 
use research and development. In fact, all of the past studies 
have shown that the United States has had a comparative 
advantage in the production of technology-intensive products.

The second view is that proxies such as BSD expenditures 
indicate that there are differences in the availability of 
productive techniques across countries.I/ To the extent that 
an industry in a particular country is able, by investing 
resources toward the development of new or improved methods of 
production, to be the sole user of a process which reduces its 
costs below those of its competitors it will, by definition, 
have a relative advantage. In this case, it is the gap in 
knowledge or information about technical opportunities which 
determines a country's trade structure. Of course, the cost 
advantages brought about by the latter effect can be expected 
to be maintained only until the sane industry in another 
country can acquire the knowledge.

The speed with which technological information is 
transmitted between countries is critical. Interestingly, 
Tilton (1970J found that the average lag time for the spread of

i/They may also represent the development ot new or improved 
products as opposed to production processes.
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information concerning semiconductors was less than two years 
among the advanced countries. Given that such technological 
advantages are often short-lived, it is not uncommon tc observe 
rapid changes in trade among countries in particular prodjcts 
until a time when the possibilities for further innovations 
have been exhausted.

To the extent that the findings of past studies of U.S. 
trade structure indicate that it has a knowledge advantage in 
developing cost-reducing innovations, it would be expected that 
a decline in investment in such research activities could have 
an adverse impact on U.S. competitiveness and the structure of 
its trade. Section 2 of chapter V examines the changes in 
indicators of investment in research activity by the United 
States and other countries. Tne changes in the structure of 
trade in technology-intensive industries arc examined in 
section 6 of this chapter. The background paper by Aho and 
Rosen (1980) contains a complete discussion.

3. THE COMPOSITION AND CHANGES IH THE COMPOSITION OF U.S. 
TRADE

3.1 Introduction

This section examines the performance of the United States 
in international markets at a detailed commodity level in 
manufactured goods over the period from 1962 to 1977. in 
addition to reviewing past performance in key U.S. 
manufacturing export sectors, the analysis examines and 
compares the shifts that have occurred in the composition of 
U.S. trade with th?t of other countries. The analysis also 
identifies those sectors in which the United States has 
performed well in international markets and those in which it 
has lost ground.

A number of measures of relative performance in 
international markets are used to assess the changes in a 
country's position in world trade. Among these are the share 
of each commodity in a country's total manufacturing exports, 
its world export market shares, net exports, the ratio of net 
exports to domestic shipments, import penetration ratios and 
measures of revealed comparative advantage. Each measure 
provides a glimpse into different aspects of international 
competition. No one measure is perfectly correct although, 
theoretically, net exports provides the most appropriate 
indication of a country's relative international performance. 
Since no one measure is singularly the best, a menu of 
indicators is presented. However, an attempt is made to obtain 
a consistent set of results concerning U.S. trade performance 
based on all of the indicators. For a complete discussion of 
each of the performance indicators used here, as well as an 
indepth analysis of the consistency among these indicators, see 
the background paper by Aho, Bowen and Pelzman (1980).
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The analysis in this section is focused primarily on ttie 
changes in performance among countries in manufactured goods 
since it is in these goods that the United States has faced the 
most competition. A complete review of U.S. agricultural trade 
performance is provided in section 7 of this chapter.

3.2 Derailed Analysis of JJ.S. Trade Performance 

3.2.1 World Export Market Shares^/

A common indicator of a country's relative performance, or 
competitiveness, in world trade is given by the changes in its 
share of world exports for a particular commodity compared to 
the changes in the shares of other countries. Table IV-1 
summarizes the movements in the U.S. world market share in 
twenty manufacturing commodity classes. For comparison, the 
corresponding movements in the world shares of each of twelve 
other industrial countries are shown. These twenty commodities 
include the ten in which the United States had the largest 
percentage increase in share and the ten in which it had the 
largest percentage decrease. The background paper by Bowen and 
Pelzman (1980) has a similar table for all of the 102 
manufacturing categories classified according to the 
three-digit level of the Standard International Trade 
Classification (SITCJ. A complete list of these categories and 
their codes is given in Table B-l in Appendix B.

The numbers reported in Table IV-1 are the annual trend 
percentage changes in each country's world market share of a 
commodity. The calculation of percentage changes allows the 
growth in market shares for each commodxty to be compared 
across countries.!/

The commodities in both sections of Table IV-1 are listed 
in descending order of U.S. performance. For example, the 
commodity group in which the United states suffered the 
greatest percentage decline in its world share was 
miscellaneous manufactures (SITC 899), falling by over 14 
percent per year. Japan, however, had a trend increase in its 
market share of by 3.3 percent per year whereas the Netherlands 
was the principal gainer in this commodity group with a trend 
increase of over 10 percent per year. The commodity group in

Ji/This section is a condensation of the material presented in 
Bowen and Pelzman (1980) which is contained in this report as 
a background paper.

I/The annual trend percentage changes are calculated from a 
trend regression of the export share. The trend coefficient 
was normalized by the average share to get percentage changes.
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which the U.S. world share grew most rapidly was plywood {SITC 
631), rising by 9.5 percent per year.

When these annual changes were examined across all 102 
manufacturing commodities, the nost striking fact was the 
almost pervasive decline in U.S. market shares. As a way of 
sinnarizing this information, the last row in Table IV-1 shows 
the percentage of the 102 commodity groups in which each 
country experienced a trend decline. The United States 
experienced declines in 71 percent of these commodities whereas 
Japan registered declines in only 28 percent. Although this 
indication of a broad-based decline in market shares is 
influenced by the length of time considered, the more detailed 
analysis of selected subperiods presented in the background 
paper by Bowen and Pelzman (1980) generally supports these 
trends. Note that the trends in the U.S. shares, and the 
indication of a broad-based decline, are disturbingly similar 
to those of the United Kingdom.

3.2.2 Important U.S. Export Categories

The above suggests that the United states has undergone a 
comprehensive decline in its world export market shares. 
Whereas overall trends are revealing, it is of particular 
interest to examine the changes that have occurred in the 
commodities that account for the greatest percentage of U.S. 
export earnings. Mot only is an analysis of these commodities 
important due to their role as indicators of U.S. comparative 
advantage, but their weight in determining the overall value of 
export earning? is relevant for understanding movements in the 
overall trade balance (given a level of imports).

Table IV-2 presents the top twenty manufacturing commodity 
groups in which the U.S. earned a major portion (over 70 
percent) of its export earnings in 1963 and provides summary 
statistics of their performance over the 19*3-1977 period. In 
terms of manufactured goods. Table IV-2 shows that the 
composition of U.S. exports is skewed primarily toward capital 
goods, chemicals and certain forest products. Although these 
twenty commodities have been chosen on the basis of their 1963 
share of U.S. manufacturing exports, few changes in this list 
have taken place (although there have been some changes in 
ranking). On the basis of their 1977 share of U.S. exports, 
the starred SITC commodity classes in Table IV-2 would not be 
included among the top twenty in 1977 and would instead be 
'replaced by SITCs 862, 698 and 561. The relevant information 
on these latter commodity groups is shown at the bottom of the 
table.

Along with the information on the share of each commodity 
in U.S. manufacturing exports in 1963, 1973 and 1977, two 
measures of U.S. relative competitiveness in each of these
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commodity categories is shown. Columns 4-7 present information 
on the movements in the U.S. world market share whereas columns 
8-11 provide data on U.S. net exports.

Almost all of these key export sectors showed declines in 
their world market shares. Further, in almost all of the cases 
in which these declines were large, the U.S. position turned 
front that of a net exporter to a net importer (or at least 
showed a declining trend in net exports). The more important 
sectors in this regard are telecommunications apparatus (SITC 
724} f metalworking raach'nery (SITC 715), road motor vehicles 
(OITC 732), universals, plates and sheets of iron and steel 
,'SITC 674) and miscellaneous manufactures (SITC 899).

These chances in world market shares can have a significant 
impact on export earnings because of their importance in U.S. 
exports. AS an extreme example, if the United States had 
maintained its 1963 share of the world market in road motor 
vehicles (SITC 732J this commodity class would have contributed 
an additional $16 billion in export earnings in 1977. Although 
such a calculation likely overstates the actual earnings that 
would have been generated, it nonetheless underscores the fact 
that changes in the world market shares of these major 
commodity groups can, both individually and collectively, have 
a substantial impact on the total value of U.S. exports.

In terms of the average growth in market share, the 
complete listing in Bowen and Pelzman (1980, Taole 2) indicates 
that the countries which had the largest gain in each of the 
top five U.S. export earners were: Japan, Ireland and Canada in 
road motor vehicles (SITC 732); Japan and Ireland in 
nonelectrical machinery (SITC 719); Sweden and Germany, both of 
which outpaced the gain by the United States in aircraft (SITC 
734); Ireland, Belgium-Luxembourg, Japan and the Netherlands 
in machines for special industries (SITC 718); and Japan, 
France, the Netherlands, Italy and Belgium-Luxembourg in 
agricultural machinery and implements (SITC 712). It is 
noteworthy that in four of these important U.S. export 
categories, Japan stands out as the major U.S. competitor.

One additional piece of information suggested by the 
analysis of world export shares by Bowen and Pelzman (1980) is 
that the major declines in t.S. export performance occurred 
during the period from the early 1960s to the early 1970s and 
that in most cases, the market share between 1973 and 1977 
remained relatively stable. This suggests that a generally 
adverse trend in U.S. competitiveness during the 1960s and on 
into the early 1970s has since leveled off. This could reflect 
the substantial depreciation of the dollar in the early 1970s, 
and would be consistent with the almost uniform behavior of 
U.S. export performance across commodities. Whereas the 
realignment of the U.S. exchange rate to correct the 
overvaluation of the dollar probably helped U.S.
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competitiveness, overvaluation alone cannot explain the 
significant trend declines noted since the early 1960s. Those 
declines probably also reflect the increase in the export 
capacity of our major conpetitorf.

3.3 The Growing Relative Importance of International Trade in 
Th~e~ uTs .

The increased competition to the United states in 
manufactured goods seen above is, in part, an indication of the 
growing interdependence of world markets and thus the growing 
importance of international trade in the U.S. economy. Section 
2.2 of Chapter III briefly examined data indicating the growing 
importance of international trade to the U.S. economy. Below, 
this growing interdependence is considered in more detail.

General indicators of the relative magnitude of trade in 
the overall economy are the ratios of exports and imports to 
GNP. For the United States, the ratio of exports to GNP 
increased from 4.3 percent to $.3 percent over the 1970-77 
period. This represents an average rate of growth of 5.8 
percent per year. For Germany and Japan, however, this ratio 
increased at a much slower rate. For Germany, the ratio of 
exports to GNP rose from 18.4 to 22.9 percent or at an average 
annual growth of 3 percent per year over the 1970*77 period. 
Japan's ratio of exports to GNP rose from 9.5 percent to 11.6 
percent or at an average annual rate of growth of 2.7 percent 
over the sane period.

A similar pattern occurred on the import side. In the 
United states the ratio of imports to GNP nearly doubled, 
rising from 4.3 percent in 1970 to 8.3 percent in 1977. This 
represents an average annual increase of 11.6 percent per 
year. In Germany the ratio of imports to cap rose modestly 
from 16.1 percent in 1970 to 19.8 percent in 1977. This 
represents an average annual rate of growth of less than 3 
percent per year. For Japan, the ratio of Imports to GNP rose 
from 9.2 percent to 10.3 percent over the 1970-77 period. This 
represents an average annual growth of 1.5 percent per year.

To examine these changes in more detail, an evaluation of 
the specific commodities accounting for this growing 
interdependence was made based on the ratio of exports to 
domestic shipments and imports to apparent consumption, and on 
the trend in these measures over the 1962-76 period. Table 
IV- 3 presents the top ten U.S. exports ranked by the ratio of 
experts to total industry shipments In 1964, 1970 and 1976. 
Information on the importance of each commodity in terms of its 
contribution to U.S. exports as well as the U.S. share of world 
exports is given.

Table IV-3 indicates that U.S. exports of machinery and 
appliances - other than electric (SITC 719), aircraft (SITC
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734), power generating machinery, (SZTC 711) and chemicals 
(SITC 599), among others, played an important role in its 
export sector. By 1976, the top ten U.S. exports represented 
over 30 percent of the total value of U.S. exports. U.S. 
exports of these ten commodities also represent a large share 
of total OECD exports. For example, in 1976 U.S. exports of 
power generating machinery-other than electric (SITC 711), 
represented over 26 percent of total OECD exports of that 
commodity. U.S. exports of chemicals (SZTC 599) accounted for 
over 20 percent of OECD exports in 1976. However, the U.S. 
share of chemical materials and products, nes (SITC 599) 
declined from over 40 percent of total OECD exports since 1964.

A somewhat different picture is portrayed by the top ten 
imports ranked by the ratio of imports to apparent consumption 
(import penatration ratio) presented in Table IV-4. The 
ranking of imports relative to apparent consumption reveals 
those goods in which the United States is most dependent on 
foreign suppliers and is thus least competitive in relative to 
other goods. The most notable among these goods is musical 
instruments (SITC 891) which ranked number one in both 1970 and 
1976 and whose import penetration ratio has been increasing at 
a trend rate of 4.3 percent per year since 1964. Other 
commodities having a high import penetration ratio include 
pottery (SXTC 666), textile and leather machinery (SITC 717), 
iron and steel tubes (SITC 678), silver (SITC 681) and footwear 
(SITC 851).

In order to assess U.S. comparative advantage across 
commodities vis-a-vis other countries, the information 
contained in the import to apparent consumption and exports to 
shipments ratios should be combined into one measure. One 
combined indicator is the ratio of net exports to domestic 
shipments.

Table IV-5 presents the top ten 3-digit SITC categories 
ranked by net exports to shipments for 1964, 1970 and 1976 
along with their trend growth over the 1964-1976 period. 
Across all three periods this measure suggests that the 
commodities in which the United States has thv greatest 
comparative advantage include: machinery and appliances (SITC 
719), plastics 'SITC 581), power generating equipment (SITC 
711), itiscellaneous chemicals {SITC 599), agricultural 
machinery (SITC 712) and fur skins (SITC 613). Aircraft (SITC 
734), electric power machinery (SITC 722) and office machines 
(SITC 714) appear in the top ten in two of the three years.

Although there has been consistency among those commodities 
which comprise U.S. comparative advantage according to this net 
trade measure, three of then: agricultural machinery, power 
generating equipment and miscellaneous chemicals, had trend 
declines in net exports relative to shipments. The next two 
sections will examine other indicators of competitiveness to 
see how these important commodities have fared over time.

IV-12
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Table IV- 4

Top Ten U.S. Imports Ranked by the Import to Apparent 
Consumption Ratios, 1964, 1970, 1976

Rank

1

2

3

4

5

6

7

8

9

10

(1) 
SITC

666

613

891

717

683

681

899

689

678

SM

(2)
PERCENT

.008

.001

.014

.015

.018

.006

.014

.004

.005

.024 
TTlff

(3)
SITC

691

666

717

678

613

681

683

696

711

5 3

(4)
PERCENT

.020

.006

.014

.014

0

.006

.013

.004

.031

.012rra

(5) (6) 
SITC PERCENT

891

666

717

678

864

681

851

711

613

513

.019

.005

.010

.013

.009

.009

.027

.031

0

.013 
TUT

(7)
TREND
••M^^^H*

.043

.018

.029

.024

.013

.026

.019

.019

-.005

.015

tl). (3), (5» a Import/Apparent Consumption Ratios Ranked 
(SITC Categories).

(2J, (4), (6) • Imports as a Share of Manufacturing imports.

(7) • Ti end of Iiaport/Apparent Consumption Ratio
(1962-1976) presented for 1976 SITC Categories.

Source: Aho, Bowen, and Pelzaan (1980).
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Table IV-5

Top Ten U.S. Net Exports Ranked 3y Net Exports 
to Shipments Ratios, 1964, 1970, 1976

RANK

1

2

3

4

5

6

7

8

9

10

(1) 
1964 
SITC

899

599

613

712

717

7)9

711

581

714

722

(2) 
1970 
SITC

613

599

711

714

581
•M9

734

512

729

712

(3) 
1976
SITC

613

734

599

711

719

722

712

679

581

716

(4)

TREND

.012

.014

-.007

-.001

.003

.004

-.00?

007

^_

.002

(1), (2), (3) a Net Exports/Shipnents Ratios Ranked (SITC 
Categories)

(4) * Trend of Net Exports/SMpnents Ratios (1962- 
1977) presented for 1976 SITC Categories
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3.4 The Changing Composition of___U_._S. Trade and Comparative 
Advantage

The preceding sections have assessed the relative 
performance of the United States in world markets on the basis 
of its market shades and have examined the growing importance 
of international trade to the United States. The changes found 
have been striking. But these analyses, particularly the 
analysis of world export shares, have focused costly on 
individual commodity performance and have ignored the 
underlying changes in the composition of U.S. trade, and hence 
its comparative advantage, which accompanies many of the 
declines noted.

The analysis of the changes in the structure of U.S. trade 
provides another basis upon which to judge relative 
performance. That is, it is not just the world share of a 
market that indicates a country's performance; one must also 
account for the competition between Rectors for scarce 
resources within a country. Useful summary indicators of both 
the intcrcountry and intercomaodity performance of a particular 
sector are indexes of revealed comparative advantage. One 
revealed comparative advantage index (RCAll is defined as a 
country's export market share of a particular commodity divided 
by that country's overall share in world manufacturing 
exports. By convention, a country is said to have comparative 
advantage in those commodities for which this index exceeds 
unity and is correspondingly revealed to have a comparative 
disadvantage in those commodities for which this index is less 
than unity. On the bcsis of this index, the United States had 
a comparative advantage in thirty-two commodities in 1977.

A second revealed comparative advantage index of interest 
Is based on the ratio of exports to isports (RCA2J. In this 
instance, the export-import ratio for each commodity is taken 
relative to that country's overall manufactured goods 
export-import ratio. Once again, a country is considered to 
have a comparative advantage in those cossodities for which 
this index is greater than one. On the basis of this index, 
the United States had a comparative advantage in fifty-three 
commodities ir. 1977.

Tables IV-6 and JV-7 show the changes which occurred in 
these revealed comparative advantage indices for the United 
States between 1962 and 1977.I/ The "maintained" group 
indicates those SITC categories in which the United states 
revealed a comparative advantage in both years. The attained 
group lists the SITC categories in which the United States did 
not reveal a comparative advantage in 1962 but did in 1977.

2/Aho, Bowen and Pelzman (1980) also performed similar
comparisons on an export share basis for Japan and Germany.

IV-13
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Table IV-6 

Changes In U.S. Revealed Comparative Advantagel/

(1962-1977) 
(Export Share Basis}

A. Attained Conparjitlye Advantagg: 

SITC Description

512* Organic chemicals
S14 Other Inorganic cheaicals
561* Fertilizers, manufactured products
571 Explosives and pyrotechnic products
631 Veneers, plywood
652 Cotton Fabrics, woven
664 Glass
689 Miscellaneous non-ferrous base netals
695 Tools for use in the hand or in tsachines
722* Electric power machinery
726 Electric apparatus for nedical purposes

B. Maintained Comparative Advantage: 

SITC Description

513 Inorganic cheaicals
521 Mineral tar and crude chemicals froca coal,

petroleua and natural gas
551 Essential oils, perfuse and flavour materials 
599* Cheaical materials and products, n.e.s. 
656 Made-up articles, of textile naterials, n.e.s. 
679 Iron and steel castings and forgiiigs, unworked,

n.e.s.
688 Uranium and thoriun and their alloys 
711* Power generating aachincry, other than electric 
712* Agricultural machinery and inpleaonts 
714* Office aachines 
718* Machines for special industries 
719* Machinery and appliances (other than electrical)

n.e.s.
729* Other electrical Machinery and apparatus 
731 Railway vehicles 
732* Road Motor vehicles 
734* Aircraft 
861* Scientific, Medical, optical, measuring and

controlling instruments
862* Photographic and cinematographic supplies 
892 Printed natter
894 Perasulator, toys, gases and sporting goods
895 Office and stationery supplies, n.e.s.
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C. Revealed Comparative Disadvantage: 

SITC Decription

541* Medicinal and pharmaceutical products
554 Soaps, cleansing and pollshin* preparations
582* Plastic materials
613 Fur skins, tanned or dressed (including dyed)
629 Articles of rubber, n.e.s.
642 Articles made of paper pulp, of paper or of

	paperboard
663 Mineral manufactures, n.e.s.
665 Glassware
682* Copper
69) Finished structural parts and structures, n.e.s,
692 Metal containers for storage ant transport
715* Metalworking machinery
724* Telecommunications apparatus
899* Manufactured articles, n.e.s.

I/Using a revealed comparative advantage index on an export 
share basis for 1962 and 1977, the changes ase defined as 
whether the index went from less than one to greater than one 
(attained advantage), from greater than one to less than one 
(revealed disadvantage); or remained greater than one 
(maintained).

* One of the top twenty commodities in ;orms of export 
earnings. See Table IV-2.

Source: Aho, Bowen and Pelzraan (1980).
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B. Maintained Comparative Advantage (continued)

SITC Description

712* Agricultural machinery and implements
714* Office machines
715* Metalworking machinery
718* Machines for special industries
719* Machinery and appliances {other than electrical)

	n.e.s.
722* Electric power machinery
723 Equipment for distributing electricity
726 Elcctic apparatus for medical purposes
729* Other electrical machinery and apparatus
731 Railway vehicles
734* Aircraft
73$ Ships and boats
812 Sanitary, plumbing, heating and lighting fixtures

	and fittings 
861* Scientific, medical, optical, measuring and

	controlling instruments
862* Photographic and cinematographic supplies
892 Printed matter
895 Office and stationery supplies, n.c.s.

C. Revealed Comparative Disadvantage:

SITC Description

513 Inorganic chemicals
531 Synthetic organic dyestuffs
629 Articles or rubber, n.e.s.
672 Ingots and other primary foras of iron or steel
674* Universals, plates and sheets of iron or steel
717 Textile and leather machinery
724* Telecommunications appartus
725 Domestic electrical equipment
732* Road motor vechicles
842 Fur clothing
893 Articles of artifical plastic aaterials, n.e.s.
899* Manufactured articles, n.e.s.

i'Using revealed comparative advantage index on an
export/import basis for 1962 and 1977, the changes are 
defined as whether the index went from less than one to 
greater than one (attained advantage), from greater than one 
to less than one (revealed disadvantage!; or remained greater 
than one (maintained).

* One of the top twenty commodities in terms of export 
earnings. See Table XV-2.

Source: Aho, Bowen and Pelzman (1980)
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Finally, the "revealed disadvantage" group lists those SITC 
categories in which the United States had revealed a 
comparative advantage in 1962 but no longer did in 1977.

A comparison of Tables IV-6 and IV-7 provides insight into 
the changing structure of U.S. trade In manufactured goods. 
Seventeen commodities appear on both lists and thus maintained 
their revealed comparative advantage over time. Included among 
these seventeen commodities arc several non-electrical 
machinery industries (SITCs 711, 712, 714, 718, 719), aircraft 
(SITC 734), some chemical industries (SITCs 521, 551, and 5591 
and two scientific instruments categories (SITCs 861, 862).

Of more interest are the changes that have occurred over 
time. Beginning with the most improved performances, five 
commodities revealed a comparative advantage on both indices. 
These were: other inorganic chemicals (SITC S14), manufactured 
fertilizers (SITC 561), cotton fabrics-woven (SITC 652), glass 
(SITC 664) and miscellaneous nonfcrrous base metals (SITC 689).

At the other end of the spectrum, three conaodities 
revealed a disadvantage on both indexes. These were: articles 
of rubber, nes (SITC 629, representing mostly rubber tires), 
telecommunications apparatus (SITC 724)I/ and miscellaneous 
manufactures (SITC 899).

The mixed cases are also of interest. Four commodities 
maintained an advantage on an export-import ratio basis and 
revealed an advantage on an export share basis. These four 
are: explosives (SITC 571), tools for use in the hand or in 
machines (SITC 695), electric power machinery (SITC 722) and 
electrical medical apparatus (SITC 726).

In contrast to these four, twelve commodities maintained an 
advantage on the basis of one index and revealed a disadvantage 
on the other. Noteable among these twelve are: inorganic 
chemicals (SITC 513), road notor vehicles (SITC 732), medicinal 
and pharmaceutical products (SITC 541), plastics (SITC 581) and 
metalworking machinery (SITC 715). The first two of these 
commodities experienced such a deterioration in net trade that 
the United States became a net importer by 1977. The others 
experienced large relative declines in export shares which 
could be indicative of future competitive pressures in the 
domestic marfcet.

The above comparisons provide an indication of the changes 
that have taken place in the structure of U.S. manufacturing 
trade. However, Tables IV-6 and IV-7 have only identified 
those commodities which had a revealed comparative advantage

^/Telecommunications apparatus consists of both radio and TV 
apparatus and more sophisticated transmissions equipeent.

lv-14
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index greater than one in at least one of the two years. In 
the background paper by Aho, Bowen and Pelzman (1980), a more 
detailed examination of the changes in U.S. trade in 
manufactured goods was conducted, including a comparison of the 
consistency among different indicators on the basis of their 
trend changes.

One analysis conducted by these authors was a statistical 
examination of the trends in the RCAl index, over tine. Since 
the RCAl index is defined as the country's export share in a 
commodity relative to the overall share of manufactures in 
world trade, statistical analysis can be used to identify those 
commodities whose overall performance differed significantly 
from manufacturing trade in general. The trend of the RCAl 
was compared with the trend in two additional indicators of 
competitiveness: the import penetration ratio and net exports 
relative to domestic shipments. Net exports compare the 
relative changes in exports and Imports and therefore provide 
an indication of the competitiveness of U.S. producers in the 
domestic market in a commodity class while simultaneously 
observing export performance. Import penetration ratios focus 
directly on the competitiveness of domestic industries. 
Changes in import penetration on a commodity level were 
compared with the change in import penetration for 
manufacturing as a whole. A positive performance was indicated 
when a commodity's import penetration was not rising as quickly 
as that of overall manufacturing. The use of all three 
indicators provides a test of the consistency of these 
different measures of competitiveness.

Aho, Bowen and Pelzman (1980) concluded that the indexes 
were largely consistent and that where divergences did occur, 
either there was a need for further disaggregation of the 
traded goods categories or, in those cases in which the RCAl 
trend was negative, that it was possibly an indication of 
future competitive pressures in the domestic market.2/ Table 
1V-8 summarizes the results of Aho, et. al. by indicating the
commodities which consistently had a positive performance and 
those which consistently had a negative performance.

Included in the list of those which had a consistently 
positive performance were six of the commodities which 
contributed the most to export earnings. (See table IV-2). 
They were: organic chemicals (SITC 5121, fertilizers (SITC 561} 
paper and paperboard (SITC 641), machines for special 
industries (SITC 718), scientific instruments (SITC 861) and 
photographic supplies (SITC 862).

2/Aho, Bowen and Pelzman (1980) compared several indicators 
of competitiveness using cross-tabulations and statistical 
tests. See their paper for the results of those analyses.
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Four of the top U.S. export earners showed consistently 
negative perfornances. They were: universals, plates and 
sheets of iron or steel (SZTC 674), miscellaneous manufactures 
of metals (SITC 698), telecommunications apparatus (SZTC 724) 
and road motor vehicles (SITC 732). Also included among the 
categories with consistently negative performances were several 
categories which have been involved in escape clause actions, 
including manufactures of leather (SZTC 612), nails, screws, 
nuts and bolts (SZTC 694) and footwear (SITC 851). Apparently, 
these indicators are consistent in identifying industries in 
which severe competitive problems have occurred. The more 
important question, however, is whether these indicators can 
identify which sectors will face future competitive pressure.

One possible indicator of future competitive pressure in 
the domestic market is a loss of export markets overseas. In 
this regard, several of the top export earners showed 
significant negative trends in the revealed comparative 
advantage index but little or no evidence of declining 
competitiveness on the other indicators. They included such 
important categories as agricultural machinery (SITC 712), 
metalworking machinery (SZTC 715), medicinal and pharmaceutical 
products (SITC 541), plastics (SZTC 581) and miscellaneous 
chemicals (SITC 599)

Each of these categories had declines in export market 
share which were significantly greater than the decline in the 
overall manufacturing share. Declines in export shares by 
themselves are not necessarily significant because, as the 
United States becomes a smaller proportion of the world 
economy, it is to be expected that its chare of exports will 
decline. (See section 1 of Chapter V). However, uhat is 
significant here is that these sectors experienced declines 
greater than the decline in overall manufacturing. This is a 
strong indication that foreign competition has intensified in 
these sectors; and suggests that these sectors may eventually 
face increased competition in the domestic market.

Zn sum, on the basis of the competitiveness measures 
presented thus far, many of the historically important U.S. 
export products have experienced a deterioration in their 
international competitiveness. On the other hand, some of the 
other historically important commodities have had a strong 
competitive performance. In the next section, an alternative 
methodology, constant market share analysis, is used to examine 
export performance at a detailed level and to begin to examine 
possible causes of differential performance.

4. Constant Market Share Analysis of U.j. Trade Performance 

4.1 Methodology

This section evaluates U.S. export performance over the 
1962-1977 period using the Constant Market Share (CHS) model.
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The particular subperiods analyzed are 1962-1969, 1970-1973 and 
1974-1977. These subperiods are considered to be the most 
homogeneous given the changes in exchange rate regimes and 
business cycle activity.

The Constant Market share model enables U.S. export growth 
to be attributed to four specific sources:

a. the growth of world trade

b. the commodity composition of U.S. exports

c. the regional or market distribution of U.S. exports

d. a residual effect representing th* difference
between the increase in exports uhil would have occurred 
had the country maintained a constant share in each 
market and in each commodity and the actual increase in 
exports.

This model allows one to address the following questions: 
(1) What would U.S. exports have been if they had expanded at 
the sane rate as world trade? (2) What is the influence of the 
commodity composition of U.S. exports on its export 
performance? (3) What is the effect of the regional 
distribution of U.S. exports? (4) What proportion of U.S. 
export growth is unexplained by these factors? The changes in 
this last component have traditionally been attributed to 
changes in competiveness.iP/ "Competitiveness" in this 
context is a technical term and represents a residual effect 
not attributable to the first three effects. See Bowen and 
Pelzman (1980) for a mote detailed discussion of this 
methodology and its limitations.

4.2 Analysts_of U.S. Export^performance 

4.2.1 Aggregate Results

Table 1V-9 presents the estimates of the sources of growth 
in total U.S. manufacturing exports in each of three 
subperiods, 1962-1969, 1970-1973 and 1974-1977. These CHS 
component estimates were calculated using market shares for the

IP/A nor* detailed description of the Constant Market share 
Model along with a complete analysis of U.S. exports at the 
3-digit level of the SITC nomenclature Is presented in Bowen 
and Pelzman (1980), which is attached to this report as a 
background document. The CMS procedure is subject to a 
number of conceptual and empirical problems when applied to 
the analysis of export growth. Nonetheless, it allows for a 
useful separation of the changes in export growth. See 
Bowen and Pelzman for a discussion of the limitations.
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Table IV-9

Constant Market Share Estimates for the growth in 
U.S. Exports to the Total World Market*/ between 

1962-69, 1970-73 and 1974-77

CHS Components 1962-G9 1970-73 1974-77

World Trade Effect 103 165 150
Commodity Effect 2 -11 54
Market Effect 22 - 6 -58
Competitive Effect -27 -49 -46

I/Based on 102 3-digIt SITC manufacturing commodities. The 
total world market is defined as Canada, Japan, Africa, 
OPEC, Latin America, EEC, Command Economies, Australia, New 
Zealand, S. Africa, Other Europe, Asia and South Pacific.

sa=e 102 manufacturing categories used above.il/ The shares 
were calculated using the following twelve countries excluding 
their exports to the United States: Canada, Japan, 
Belgium-Luxembourg, Denmark, Prance, Germany, Ireland, Italy, 
Netherlands, Sweden, Switzerland and the United Kingdom.

JJ/All calculations were performed using nominal trade data. 
Some analysts (e.g., Davis, 1979) have attempted to proxy 
the nore correct use of volume data by deflating the nominal 
trade data by an aggregate export unit value. The 
usefulness of this deflation is questionable. Bowen and 
Pelzman (1980) attempted to determine the extent to which 
the CHS results and the inferences concerning U.S. export 
performance were susceptible to a number of possible 
biases. Sensitivity tests were performed which examined 
variations in the CMS results due to aggregation biases, 
with respect to the time intervals used and the world 
standards chosen. These tests provided a level of 
confidence for the findings of the CMS analysis as applied 
to U.S. exports. The tests did point out, however, that the 
CMS results are sensitive to the choice of a base year and 
also to the definition of the world market. With respect to 
the interpretation of the world, the results demonstrated 
that U.S. export performance Is far stronger in Latin 
America and Canada where transportation costs are minimized.
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The small commodity effect In the 1962-69 period, Indicates 
that the changes in U.S. manufacturing exports over that period 
were neither enhanced nor significantly retarded by the 
commodity composition of U.S. exports. In contrast, the market 
distribution of U.S. exports had a large positive impact on the 
growth of U.S. manufacturing exports. The major negative 
source for U.S. export growth during this period was the 
competitiveness effect.

During the 1970-73 period there was no positive source of 
U.S. export growth. During the 1974-77 period the only 
positive source of U.S. expert growth was the favorable 
commodity composition of U.S. exports. However, in both of 
these time periods, as in the 1962-69 period, the major 
negative source of U.S. export growth was the competitiveness 
effect.

These results suggest that during the 1962-1977 period, the 
major factor accounting for increases in U.S. exports was the 
general increase in world trade whereas the principal factor 
retarding export growth was the competitiveness effect, thus 
suggesting a decline in U.S. competitiveness over this period. 
One should observe, however, that a wide range of factors 
affect the competitiveness of U.S. exports in the world 
market. A change in competitiveness could reflect changes in 
nontariff barriers, shifts in competing sources and tastes, and 
changes in technology of both exporting and con sura ing 
industries. The most noteworthy factor however. Is the change 
in relative prices. A negative competitiveness effect may 
reflect a decline in a country's relative, prices which 
normally accompanies an expansion in exports. In addition, if 
the countries which define the world experience growth rates 
higher than the United states, the U.S. share in world trade is 
bound to decline.

As an indication of the influence of the above factors. 
Table IV-10 presents a comparison of the growth rates of 
selected industrial countries* export unit values adjusted for 
exchange rate movements in the 1962-69, 1970-73, and 1974-77 
periods. These data indicate that during the 1962-69 period, 
U.S. export unit values grew much faster than did those of 
•ajor competitors. However* during the 1970-73 and 1974-77 
periods the growth of U.S. export unit values was much smaller 
than those for major competitors with the exception of Japan 
during 1974-77. These results suggest that the negative U.S. 
competitiveness component could be associated with a decline in 
its relative prices and not necessarily with a general decline 
in Its competitiveness.

Table IV-11 presents the growth rates of GDp for selected 
industrial countries compared with the qrowth rate for the 
United States. In each of the three subperiods, the growth of 
U.S. GDP was less than that of its major competitors. It is,
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Table IV-10

Percentage Growth of Selected Industrial Countries 1
Export Unit Values Adjusted for Exchange Rate Movements

(Ranked by Growth Rates)

Percentage Grow_th_of__Export Unit Values 
Countries Between Selected Time 
Period's

1962-69
Japan 102
Germany 103
Denmark 106
Netherlands 106
Italy 107
Belgium-Luxembourg 109
France 109
Sweden 113
Canada 114
United States 114
Switzerland 121
United Kingdom 146

JJ70-73
United Kingdom 120
United States 124
Canada 124
Italy 136
Belgium-Luxembourg 139
Netherlands 140
Japan 141
Sweden 141
France 146
Denmark 151
Germany 153
Switzerland 154

H74-77
Japan 108
Canada 111
Belgium-Luxembourg 118
United States 120
Italy 120
France 123
Netherlands 125
Denmark 125
Germany 127
Switzerland 129
Sweden '.33
United Kingdom 233
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	Table IV-11

Percentage Growth of Selected Industrial Countries'
GDP Relative to U.S. GDP Growth

	(Ranked by Growth Rates)

	Percentage Growth of GDP Between 
Countries Selected Tine PerjJQds*

	1962-69
Denmark 93
Switzerland 96
Luxembourg 97
United States 100
Sweden 100
Belgium 101
France 101
Germany 102
Italy 105
United Kingdom 106
Netherlands 107
Canada 107
Japan 155

	1970-73
United Kingdom 96
United States 100
Italy 104
Sweden 108
Canada 111
Denmark 122
France 128
Netherlands 129
Belgium 129
Switzerland , 133
Germany " 134
Luxembourg 135
Japan 146

	1974-77
Italy £?
Sweden 89
Canada 91
Luxembourg 92
France 96
United states 100
Denmark 100
Belgium 103
Netherlands 106
Switzerland 106
Germany 207
Japan 112
United Kingdom 126

'Adjusted Cor exchange rate changes.
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therefore, conceivable that the decline in U.S. competitiveness 
as captured by the CHS analysis may be attributable to these 
differences in COP growth rates. This is possible because 
differences in GDP growth rates reflect differences in the 
growth rates of each country's production which could result in 
increases in exports.

It should be noted, however, that these comparisons are 
only suggestive of the influence of these factors on the CMS 
results and should not be considered conclusive. For this 
reason a closer analysis of U.S. export growth at a 
disaggregated level is desireable. Such an analysis also 
allows conparisons with the disaggregated results in the 
previous section.

4.2.2 Disaggregated Analysis of U.S. Export Growth

One method for assessing the observed declines in the U.S. 
world market shares for cany of the commodities listed in Table 
IV-2 is t5 decompose the change in U.S. exports into two 
components: a market distribution effect and a residual 
(competitiveness effect). A sunrsary of the CMS results for the 
top seventeen commodities listed in Table IV-2 is given below. 
Instead of repeating a listing of the elements of the CMS 
decomposition here, the reader is referred to the relevant 
tables in the background paper fry Boven and Pelzman (1980).

SITC 732 (Head motor vehicles*-the United States became a net 
importer of S1TC 732 in 1968 and remained so all 
through the X970's. Focusing solely on U.S. export 
performance, the ^esults of the CHS procedure indicate 
that, over the 1962-1969 period, a positive 
competitiveness effect largely offset a negative 
market distribution effect. This negative market 
distribution effect was due largely to the relatively 
slower growth of the Latin American market which, 
after Canada, is a major dcmander of U.S. exports of 
SITC 732.

During the 1970-1973 period, however, the 
competitiveness effect was negative. A major factor 
slowing U.S. export growth during the 1974-1977 period 
was a significantly slower growth of the Canadian 
market coupled with a dramatic increase in world sales 
of SITC 732 to OPEC, of which the United Stater only 
contributed a snail fraction.
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When the CMS procedure was applied on an annual basis, 
the generally poor performance by the United States 
during the 1970s was due primarily to market 
distribution problems although there was also an 
indication of declining competitiveness.

SIYC 719 (Machinery other than eler ric) - During the 1962-1969 
period a negative competitiveness effect was the 
dominant factor retarding U.S. export growth of this 
comnodity. This was also the case for the 1970-1973 
and 1974-1977 periods. On an annual basis, the 
results are strikingly consistent with the above 
subperiod changes. Even in those cases In which the 
United Stales increased its relative sh&re In a 
particular year, a positive competitiveness effect 
played A minor role.

SJTCJ734 (Aircraft) - This category is a principal export of 
the United States and it has generally remained 
competitive throughout the 1960s and 1970s. Although 
the competitiveness effect was generally large and 
positive over the 1962-1973 period, the 1974-1977 
period showed a large negative competitiveness effect, 
particularly In 1976 and 1977 which coincided with a 
drop in the U.S. world export share. This suggests 
that the United states is beginning to face increasing 
competition in this important commodity.

SITC 718 (Machines for special industries) - The decline
tn the U.S. export market share, particularly due ing 
the 1962-1969 period, was due to a negative 
competitiveness effect. During the 1970-1973 period, 
the slower growth of key markets contributed to a 
further decline *s was the case in the 1974-1977 
period. On an annual basis, the CHS procedure 
Indicated that year-to-year changes In the U.S. export 
market share in the 1970s reflected both the slower 
growth of key markets and competitiveness factors.

STTC_7i2 (Agricultural Machinery) - The retardation in the
growth of U.S. exports during the 1962-1977 period was 
due mostly to the competitiveness effect. However, 
during the 1970s the competitiveness effect was mostly 
positive and any failure by the United States to 
maintain its overall market share since 1972 has been 
due primarily to earVet distribution problems, mainly 
the result of slower than average growth in Latin 
America, Canada and the lower Pacific basin countries 
including Australia.
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SITC 899 (Manufactured Articles, nes) - The United States
suffered a major decline in its world export share of 
this commodity class. By any account, this failure to 
maintain its market share was due to competitiveness 
effects. In the 1974-1977 period, the negative 
competitiveness effect was smaller than during earlier 
periods and represented primarily a stabilization of 
the U.S. share at a substantially reduced level.

SITC 729 (Other electrical machinery) - Whereas the growth of 
U.S. exports of this commodity group generally kept 
pace with world exports during the 1962-1969 period, 
the 1970s was a period of slower growth due to both 
market distribution and competitiveness factors. The 
loss in U.S. share was accompanied by increases in the 
export shares of Germany and Japan.

SITC 599 ;hemical materials, nes) - The United States suffered
major decline in its world export market share of 

this commodity class over the 1962-1973 period. In 
fact, U.S. exports over the 1962-69 period actually 
declined. From 1969 to 1973, U.S. exports increased, 
but this increase was significantly retarded by 
competitiveness factors. After 1973 the U.S. share 
remained relatively stable and any subsequent changes 
in market share were due mostly to the slower growth 
in key markets.

SITC 724 (Telecommunications apparatus) - The United States 
suffered a substantial decline in its market share 
during the 1962*1973 period, with most of this decline 
occurring in the 1968-1973 period. In fact, U.S. 
exports of SITC 724 expanded rapidly during the 
1962-1967 period with over 40 percent of this growth 
attributable to the competitiveness effect. In the 
1968-1973 period, this growth was markedly reduced due 
to negative competitiveness factors. During the 
1974-1977 period, U.S. exports expanded at a growth 
rate close to that of the world, partially as a result 
of a turnaround in the competitiveness effect. This 
suggests that the United states was able to 
successfully counteract increasing competition and 
thus maintain its (reduced) share in this market, 
nonetheless, the United States is a net importer of 
this commodity group.

SITC 711 (power generating machinery) - The growth in U,s.
exports of SITC 711 generally outpaced that of world 
exports during the 1962-1969 period but then slackened 
considerably during the 1970s. By 1977, the U.S. 
world export share was the same as that in 1963. With 
the exception of the period between 1975 and 1977, the
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decline in the U.S. share was due to slower growth in 
key export markets. In the 1975-1977 period, a 
negative competitiveness effect also contributed to a 
further retardation in U.S. export growth.

715 (Metal working machinery) - A major decline in the 
U.S. world share occurred in the 1962-1969 period due 
mostly to a negative competitiveness effect. During 
the 1970-1973 period* the slower growth of key markets 
further contributed to the slower growth of U.S. 
exports. This was also the case in the 1974-1977 
period.

STTC 714 (Office machinery including computers) - This key
export sector for the United States showed a modest 
decline in world export share during the 1962-1969 
period. A larger decline occurred during the 1970s. 
The decline in the early 1970s was due primarily to a 
negative competitiveness effect, whereas the 1974-1977 
period was characterized by a substantial reduction In 
the growth of key export markets.

SITC 861 (Scientific* medical controlling instruments) - The
growth in U.S. exports of SITC 861 generally kept pace 
with world exports in the decade of the 1960s. In the 
1970s, however, a negative competitiveness effect 
retarded U.S. export growth resulting in a decline in 
the U.S. world export share. These negative 
competitive effects were especially pronounced in the 
1970-1973 period. Japan was the clear beneficiary of 
the loss in the U.S. share.

SITC 581 (plastic materials) - The growth in U.S. exports of
SITC 581 failed to keep up with that of the world over 
the entire 1962-1977 period. During both the 
1962-1969 and 1970-1973 periods, the growth of U.S. 
exports of this cottraodity was primarily retarded by a 
negative competitiveness effect. In the 1974-1977 
period, however, negative growth in key export markets 
contributed to the slower growth in exports.

SITC 512 (Organic chemicals) - The U.S. world export share rose 
sharply over the 1962-1969 period, fell by an equal 
amount during the 1970-1973 period and continued a 
slow decline until 1977. The 1970-1973 decline was 
due to a large and negative competitiveness effect 
whereas further erosion in the U.S. market share in 
the 1974-1977 period was due mostly to the slower 
growth of key markets, particularly Latin America, 
Japan and Canada.
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SITC 722 (Electric power machinery) - The growth in U.S.
exports of SITC 722 outpaced that of the world during 
the 1962-1966 period, and lagged behind it in the 
1966-1970 period. During the 1970-1977 period U.S. 
export growth was slightly below that of the other 
countries. The failure of U.S. export growth to keep 
pace with that of world exports of this commodity was 
due mostly to a negative competitiveness effect. In 
the 1970-1977 period, both the slower growth in key 
markets and negative competitiveness effect 
contributed to the decline in U.S. export shares.

SITC S41 (Medicinal and pharmaceutical products) - The major 
decline in the U.S. world export share of SITC 541 
occurred during the 1962-1969 period although it also 
declined during the 1970-1973 period. The failure of 
the growth in U.S. exports to keep pace with that of 
the world's growth in the 1962-1969 period was due 
overwhelmingly to competitiveness effects. During the 
1970-1973 period, the slower growth in key export 
markets also retarded U.S. export growth. During the 
1974-1977 period, both competitive and market growth 
factors combined to retard export growth although the 
United States was able to maintain its world export 
share of SITC 541 within a narrow range.

In general, the picture which emerges from the CMS analysis 
for the above commodities, as well as for the others presented 
in the background paper by Bowen and Pelzman (1980), is that 
the majority of declines in U.S. world export shares in the 
decade of the 1960s were due to residual competitiveness 
effects. This generalization also applies to the 1970-1973 
period although the slower growth of key export markets began 
to enter as a partial explanation of further declines. In the 
19V4-1977 period, it is less clear which effect dominated and 
any complete statement of the relative importance of each 
effect must be based on a case-by-case analysis.

The above partitioning of the factors affecting export 
performance since the early 1960s suggests that while the 
declines in U.S. market shares during the 1960s and early 1970s 
represented a deterioration of U.S. competitiveness, the latter 
part of the 1970s reflected a period of realignment in U.S. 
trading relationships to reflect changed international 
conditions. In effect, the latter part of the 1970s would 
appear to be a period in which the United States economy began 
to fully recognize and respond to the rapid growth in 
international competition started in the decade of the 1960s. 
In part, the full extent of that response remains to be seen.
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5 . PERFORMANCE OF IMPORTANT COMMODITIES IN A COMMON THIRD
MARKET AREA AS AN I N DATIOoT CHANGES IN 
COMPETITIVENESS OVER TIME

The discussion thus far has concentrated on both the 
composition and changes in the composition of U.S. trade. In 
this context, a number of key indicators were used to assess 
those goods in which the United States had a relative advantage 
in 1962 and those goods in which it presently has a relative 
advantage. This section examines the relative trade 
performance of the United States vis-a-vis its five major 
competitors in a common third market. This comparison 
potentially provides the best indication of changes in U.S. 
competitiveness because it presupposes that all competitors 
roust face similar trading conditions. The basic findings of 
this analysis are that the United States has lost market share 
in many important commodities in most of the important markets, 
while Japan and Germany have experienced gains.

The manufacturing export performance of the United States 
relative to Japan, Germany and the European Community in 
developed country (DC), less developed country (LOCJ and the 
world market are presented in Tables IV-12, IV-13, and IV-14, 
respectively. The U.S. share of total developed country 
imports of manufactured goods declined from 14.1 percent in 
1962 to 9.5 percent in 1979, while Japan, Germany and the 
Euroupean Community increased their shares (Sec Table IV-12) . 
In the LDC market, the U.S. export share declined from 34 
percent in 1962 to 26.1 percent in 1979, whereas Japan's share 
rose from 9.9 percent to 19 percent OVQI the same time period 
(sec Table IV-13) . The United States also experienced a loss 
of market share in the European Community* declining froa 11.4 
percent to 7.1 percent over the 1962-1969 period. While 
Japan's share increased slightly, Germany's share rose froa 
10.6 percent t- 13.8 percent over the 1962-1979 period. In 
part, the U.S. performance in the European Market can be 
explained by the existence of the two effective customs unions: 
the European Economic Community and the European Free Trade 
Area.

As a comparison of U.S. trade performance vis-a-vis its 
four ma^or competitors (Japan, France, Germany and the United 
Kingdom), deviations from the Constant Market Share (CMS I norm 
were calculated for the top seventeen U.S. exports for the 
periods 1962-19&9 and 1970-1977. The common third market areas 
considered arc: the World, OPEC, the Newly Industrialized
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Table IV-12

U.S., Japanese, West German, and European Community
Shares of Developed Country Imports of

Manufactured Goods
(percent)

1962

1963

1964

3965

1966

1967

1968

1969

1970

1971

1972

1973

1974

1975

1976

1977

1978

1979

U.S.

14.1

13.9

14.0

13.7

13. S

13.8

13.4

13.2

12.9

11.8

11.2

11.3

10.6

10.8

10.2

9.5

9.5

9.5

Japan• ii .1

2.5

2.4

2.7

3.2

3.4

3.4

3.9

4.1

4.5

5.1

5.3

4.5

4.4

3.9

4.6

4.9

5.1

4.2

West Germany

10.8

11.1

10.9

10.9

11.1

11.3

11.6

)1.9

12.2

12.5

12.5

13.0

11. 5

11.0

11.1

1K4

11.9

11.5

Eurosean Comnunitv

36,5

37.0

37.0

37.8

37.5

37.1

37.5

38.5

38.9

40.0

40.9

40.9

36.2

36.7

36.0

36.9

38.6

38.6

Source: U.S. Department of Coreserce. Developed country

imports from the world are used as a proxy for world 

exports to developed countries.



403

Table IV-13

U.S., Japanese, West German, and European Community
Shares of Total Less Developed Country Imports

of Manufactured Goods from the Developed Countries
(percent)

1962

1963

1964

1965

1966

1967

1968

1969

1970

1971

1972

1973

1974

1975

1976

1977

1978

1979

U.S.

34.0

33,9

34.2

32.0

32.1

31.2

30.6

28.5

28.8

26.4

25.7

26.8

27.2

27.7

27.1

24.6

24.9

26.1

Japajj

9.9

10.8

11.6

13.3

13.4

14.2

15.5

16.9

17.1

19.1

29.6

20.3

21.1

19.4

20.4

21.0

21.0

19.0

West Germanv

5.8

9.5

9.5

10.0

10.0

10.3

10.2

JO. 3

10.6

10.8

10.7

31.5

12.0

11.7

12.2

12.6

12.2

11.3

European Community

45.2

44.2

43.1

43.2

41.6

41.0

40.7

41.0

40.4

4ia
41.1

39.5

38.4

41.0

40.3

42.4

42.0

41.8

Source: U.S. Department of Coam^rce. Developed country

exports to less developed countries (LDC) are used as 

a proxy Cor the total LDC world.
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Table IV-14

U.S., Japanese and West German Shares of Total European 
Conraunity Imports of Manufactured Goods Prom the World

(percent)

West_Gcriaany 

10.6 

11.3 

11.) 

11.1 

11.7 

12.4 

12.9 

13.4 

13.$ 

14.0 

14.2 

14.7 

13.6 

13.1

13.6

13.7

14.2

13.8

IJ.5^ Japan

1962

1963

1964

1965

1966

1967

1968

1969

1970

1971

1972

1973

1974

1975

1976

1977

1978

1979

Source;

n.4
11.0

10.9

10.4

10.1

10.2

10.0

9.6

9.7

8.6

7.7

7.8

7.5

7.6

7.4

6.8

7.0

7.1

1.0

0.9

1.0

1.1

1.2

1.2

1.3

1.4

1.6

1.8

2.2

2.0

2.0

1.9

2.1

2.3

2.4

2.1

U.S. Department of Conner ce cos;

publication. Direction of Trade

IMP, the world includes all 153 countries.
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Economies (CPE)..12/
Tables IV-I5 to IV-22 summarize the results. The entries 

in each table are divided into two sections according to 
whether the reporting country had actual exports greater than 
the CMS norm "predicted" (relative gain) or if actual exports 
were less than what the CMS norm "predicted" (relative loss).

In the overall world market, the United States had a 
relative loss in fourteen commodities and a relative gain in 
only three commodities between 1962 and 1969. (See Table 
IV-15.) Japan, however, experienced gains in many of the same 
commodities where the United States experienced relative 
declines. During 1970-1977 the United States experienced a 
loss in the world market for all seventeen commodities (See 
Table IV-16.) As in the earlier period, Japan had the largest 
number of relative gains. In fourteen commodities Japan showed 
gains in excess of the CMS norv.

When the market area is subdivided into the NIC's, OPEC and 
the CPE's, the relative performance of the United States 
improved slightly. During the 1962-1969 period, the United 
States had a relative gain in six commodities. However, 
Japan's gain was marginally greater even in these comnodities. 
(see Table IV-17.) Between 1970 and 1977, the U.S. share 
exceeded the CMS norm in six commodities. The major 
improvements occurred in SITC 581 (plastic materials), SITC 599 
(miscellaneous chemical materials,) and SITC 722 (electric 
power machinery). In all of these commodities the ratio of 
actual to predicted exports changed from less than one to 
greater than one between the 1962-1969 and 1970-1977 periods 
(see Table IV-18.)

In the OPEC market, the United States had experienced 
relative gains in six coamoditles between 1962*1969. During 
the 1970-1977 period, the number of commodities in which the 
United States exports exceeded the CMS no 1 n dropped to one, 
SITC 734 (aircraft). (See Tables IV-19 and IV-20). In both 
time periods, Japan and Germany experienced relative gains in 
most of the top seventeen U.S. exports.

In the CPE's, the United States, Japan and West Germany all 
experienced relative gains in the majority of the top seventeen 
U.S. exports. (See Tables IV-21 and IV-22). It should be 
noted, however, that U.S. exports to the CPE's were very small

A2/OPEC includes Algeria, Nigeria, Gabon, Venezuela, Ecuador, 
Iraq, Iran and Indonesia. The Newly Industrialized 
Countries include Mexico, Brazil, Singapore, South Korea, 
Formosa, and Hong Kong. The Centrally Planned Economies 
include, the USSR, E. Germany, Poland, Czechoslovakia, 
Hungary, Roaania, Bulgaria and Albania.
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and any changes over the 1962-1969 and 1970-1977 periods would show up as large deviations above the CMS norm. In the sane vein, Germany's performance is understated given its fairly large CPE trade.

6 TECHNOLOGY-INTENSIVE INDUSTRIES IH U.S. TRADEJl/ 

6.1 Introduction

Technology-intensive products such as aircraft, computers and electrical machinery have traditionally been a source of strength in the U.S. trade balance. All of the empirical evidence on U.S. comparative advantage supports the view that, at least in the past, the United States has had a unique advantage in the trade of technology-intensive products and a disadvantage In sectors which employ proportionately more unskilled and semiskilled workers.il/
In the past decade there has been a decline in U.S. research effort both relative to our trading partners and relative to past efforts. (See Chapter V-2.2 for a discussion.) Consequently, the question arises whether the United States has lost its traditional competitive advantage n technology-intensive commodities.

This section examines recent trends Intec inology-intensive trade to sec whether and to what extent there have been shifts in the pattern of trade in technology-intensive products. Using the same indexes designed to describe trade structure and measure trade performance, trade patterns arc compared over tirae and across countries to set whether the United States has experienced increased

12/Sce the background paper by Aho and Rosen, "Trends inTechnology-Intensive Trade" for a more extensive discussion of the material in this section.
li/Indeed, Baldwin (1979) recently claimed that the United States is unique in the technology intcnsiveness of its trade. Stern and Maskus (I960) presented evidence which suggested that technology may be becoming even more important as a determinant of U.S. comparative advantage. While not actually disagreeing with the empirical literature, Kelly (1977) pointed out that technology is only one factor among many which influences the composition of trade and that It is difficult to separate out the effects of technology on trade patterns. Nonetheless, she joined most observers who have claimed that the United States has a strong comparative advantage In technology-intensive products. See Aho and Roscn (1980) for a more complete discussion of the literature on technology and trade.
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competition in those technology-intensive products in which it 
had traditionally been a dominant supplier.

Technology-intensive products are defined here as those 
products which had above average RtD expenditures as a 
percentage of sales. In order to facilitate international 
comparisons, the data are classified according to the Standard 
International Trade Classification (SITC) .iV Seventeen 
manufacturing categories had above average RID activity and 
will be referred to throughout this section as 
technology-intensive products. The seventeen industries are 
listed below In Table IV-23.

The results confirm that the United states still has a 
competitive (and comparative) advantage in technology-intensive 
products, but the evidence suggests that the advantage is 
beginning to erode. The United States is beginning to 
experience more competition in technology-intensive products, 
particularly from Japan.

The remainder of this section is divided into subsections. 
First, U.S. trade performance in high technology products is 
presented relative to overall U.S. manufacturing trade 
performance. Then, U.S. trade performance in high technology 
products is compared with that of the other major industrial 
countries. Finally, several of the competitiveness indicators 
are compared in order to assess U.S. trade performance in these 
commodities.

6.2 Performance of Technology-Intensive Goods Relative 
to °ve^raUU7 ManufacttTr ing Trade

Although there have been fluctuations in the overall 
manufactured goods trade balance, the United States has had a 
trade surplus in high-technology products every year since 
1961. In many years the surplus in high-technology goods trade 
was a principal source of strength in the overall manufactured 
goods trade balance, especially in 1972 and 1973 when the 
United states experienced trade deficits in total manufactured 
goods. The U.S. trade balance in technology-intensive goods is 
presented in Figure IV-1.1S/

15/See Aho and Rosen (1980) for a complete discussion of the 
methodology used to define technology-Intensive productc and 
for a comparison with other definitions of 
technology-intensive products.

IS/This performance in hioh technology products contrasts 
•harply with U.S. trade in .!„..-high-technology goods which 
generally declined from 1961 to 1977. Since 1968, the 
United States experienced a deficit in non-high-technology 
goods trade except in 1969-1970 and 1975-1977.
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Between 1968 and 1971, the high-technology trade surplus 
was approximately equal to, and in sone years actually greater 
than, the overall manufactured goods trade balance. A large 
drop In the high-technology goods trade surplus in 1972 
coincided with a manufactured goods trade deficit. The 
high-technology goods surplus recovered from the 1972 drop and 
continued to strengthen through 1975. However, there was a 
slight decline in the trade surplus in high-technology goods in 
1976 and 1977.JU/

The high-technology goods share of U.S. manufactures 
exports increased throughout 1961-1977 period. In 1962, 
high-technology goods comprised 38 percent of total U.S. 
manufactured goods exports. By 1977 the share had risen to 48 
percent although most of the increase In share occurred prior 
to 1971. The composition of U.S. manufactured goo-Is imports 
also became more technology-intensive throughout the period. 
The high-technology goods share of manufactured Inports rose 
from 20 percent in 1961 to almost 41 percent In 1977, growing 
at an average annual rate of 4.8 percent. Thus, although there 
is still a trade surplus in high-technology products, the gap 
between the high-technology goods share of manufactured exports 
and imports has been closing.

12/One of the primary reasons for stopping with data through 
1977 was the lack of comparable international data after 
1977 because several, but not all, of the OECD countries 
switched to a new revision of the SITC. In addition, the 
United States changed its classification schedules in 1978. 
The old schedule B became schedule E and « new schedule B 
was adopted. More recent data for the United States are 
available but because of classification problems they nust 
be considered preliminary. The following Table compares the 
NSP definition of technology-intensive products with the 
definition used by Aho and Roscn (1980).

1977 1978 1979 
Exp. Imp. Bal. Exp. lop. Bal. Exp. imp. Bal.

SSF 53.2 25.5 27.7 63.9 34.3 29.6 79.1 39.8 39-3
DOL 37.8 31.9 S.8 40.3 35.6 4.7 48.5 38.3 10.2
DOL
(w/o
auto) 26.0 14.4 11.6 28.1 13.4 14.7 34.6 14.4 20.2

Under all definitions of technology intensive products the 
preliminary data show that the trade balance in 
technology-intensive; coasodities improved between 1978 and 
1979. See the background paper by Aho t Rosen for a 
discussion of more recent data and the concordance problems.
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A useful way of summarizing the technological content of 
trade is to calculate the amount of technology embodied in 
exports or imports. This is accomplished by weighing each 
sector's ratio of RiD to shipments by its share in 
manufacturing exports. This index Identifies changes in the 
technological content of trade as the composition of trade 
changes over

Figure IV-2 compares the technological content of U.S. 
exports and inports over tiae and confirms that the United 
States has been and remain? a net exporter of products 
embodying research and development efforts. Figure IV- 3 
compares the technological content of U.S. exports to developed 
and developing countries ever time. The figure shows that 
since 1971 there has been a significant decline in the 
technological content of exports to the developed 
countries. 15/ The technological content of exports to 
developing countries has fluctuated, increasing slowly within 
the last decade.

Table IV-23 provides summary data for each of the seventeen 
technology-intensive products for the United States. Included 
in the table are data on the share In U.S. manufacturing 
exports, export market shares, and net exports for 1962, 1970 
and 1977. Two summary measures of trends are also included. 
They are the annual percentage changes in world export shares 
and the trend in net exports. These latter two measures 
summarize the trend over the entire period rather than 
comparing only two or three points in time.

Xn terns of their iaportance in U.S. manufacturing exports, 
ten of the top twenty industries ranked in terms of export 
earnings in 1977 were technology-intensive. In 1962, nine of 
the top twenty were technology-intensive, photographic 
supplies (SXTC 862} was among the top export earners In 1977 
along with the original nine which remained the same.

i§/This embodiment index only takes account of the direct 
technology embodied in trade and does not take account of 
the technological content of the secondary inputs to the 
final products. Further, the changes In the technology 
content reflect only changes in the composition of exports 
or imports and not the total technology content.

IVusIng a similar comparison of the embodiment of capital
and skilled labor in U.S. exports and imports. Bowen (1980a) 
found that the capital and skilled labor embodied in U.S. 
exports going to developed countries similarly declined. Re 
attributed this to the increased availability of these 
resources in the developed countries. See Chapter V, 
section-1.1, for some of the results of his study.
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On a net export basis, nine of the top twenty net export 
earners were technology-intensive in 1962 and in 1977. Seven 
regained the same, but two, road motor vehicles (SITC 732) and 
telecommunications apparatus (SITC 724), became net importers 
by 1977. In all, the United States because a net importer in 
four of the technology-Intensive products by 1977. Only in 
other inorganic chemicals (SITC 5J4) did the United States 
become a net exporter. These changes are significant because, 
analytically, the most correct measure of comparative advantage 
is net exports. Thus, the trends in net exports indicate a 
deterioration in the coapetitiveness of some U.S. technology- 
intensive products. On the other hand, the net export position 
strengthened in many of the products. Of particular note are 
office machines (computers) (SITC 714), aircraft (SITC 734) and 
photographic supplies (SITC 862).

Common Indicators of the :ompetitiveness of an industry are 
its export market share and the change in its export market 
share over time.12/ In both 1962 and 1977, nine of the 
industries with the largest export market shares were 
technology-intensive. However, ten of the high technology 
industries showed trend dec nes in market share over the 
period. The larqtst declines were in tclecomaunications 
apparatus (SITC 7241, medicinal and pharmaceutical products 
(SITC 5411, plastics (SITC 581), and domestic electrical 
equipment (SITC 7251.

As discussed In Section 3 of this chapter, exports and 
imports have become an increasingly important part of domestic 
economic activity. Table IV-24 compares exports and imports of 
high-technology products with domestic production and 
consumption for different time periods. When products are 
ranked in terns of exports to domestic shipments, 
high-technology product exports are becoming increasingly 
Important. In 1962, seven of the top twenty industries were 
technology-intensive. They were: power generating machinery 
(SITC 711), plastics (SITC 581), office machines (SITC 714), 
inorganic chemicals (SITC 513), scientific instruments (SITC 
861), electric apparatus for medical purposes (SITC 726) and 
electric power machinery (SITC 722). Aircraft (SITC 734) 
joined these seven In 1970. By 1976, nine of the top twenty 
industries were technology-intensive, with the addition of 
watches and clocks (SITC 864).

A ranking of all manufacturing Industries in terms of the 
percentage of shipments exported chows that the average rank of 
the technology-intensive commodities rose steadily from 30.4 in 
1964 to 24.8 in 1977. This Is an indication that the high

IP/Export market chares are taken from Bowen and Pelzman 
(1980) who calculated the chares using thirteen OECO 
countries as the 'world' of competitors.
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technology sectors were playing an increasingly important role 
In U.S. exports over this period. The share of all high 
technology product shipments exported rose from 6 percent in 
1964 to 13 percent in 1976. This compares with the increase in 
overall manufacturing goods which exported 4 percent of 
shipments in 1964 and 7 percent in 1976. Table 1V-24 shows 
that exports as a percentage of domestic shipments increased 
dramatically for sortie of the products.

Net exports as a percentage of donestic shipments did not 
reveal the sarae increase in importance, probably because U.S. 
isports of technology-intensive products grew more quickly than 
exports.!]/ When the commodities arc ranked on the basis of 
this measure, seven technology-intensive products regained in 
the top twenty throughout the period. They were: aedicinal 
and pharmaceutical products (SITC 541), plastics (SITC 581), 
power generating machinery (SITC 711), office nachincs (SITC 
714), electric power machinery (SITC 722), aircraft (SITC 734) 
and scientific instruments (SITC 861). In 1976. explosives 
(SITC 571J was also ranked asong the top twenty industries. 
The average rank of net exports to shipments for 
technology-intensive products fell slightly from 27.9 in 1964 
to 31.9 in 1976.

An examination of the ioport penetration ratio ithe ratio 
of imports to appa ent consumption) indicates that v..erc has 
been rapid growth in ioports of technology-intensive products. 
The average itaport penetration ratio for the
technology-intensive products rose fros 2 percent in 1964 to 11 
percent in 1976. This corparcd with an increase in the inport 
penetration ratio for total manufacturing fron 2 percent in 
1964 to 6 percent in 1976. Araong the industries with the 
largest increases in the inport penetration ratio between 1964 
and 1976 were: power generating machinery (SITC 711, 6 to 27 
percent), inorganic chenicals (SITC 513, 8 to 23 percent), 
electric apparatus for aedical purposes (SITC 726, 6 to 22 
percent), road aotor vehicles (SITC 732, 2 to 15 percent) and 
electric power machinery (SITC 722, 1 to 11 percent).

The Importance of technology-intensive products is also 
demonstrated when the structure of trade is examined In 
detail. A revealed comparative index on an export share basis 
showed that of the thirty-two coasodities in which the United 
States had a cooperative advantage in 1977, eleven of the 
seventeen high-technology ptoducts were included. On the basts 
of the revealed comparative advantage index derived froa the 
export-Import ratio, thirteen of the seventeen

11/Between 1962 and 1977, U.S. imports of technology
Intensive products grew at an average annual rate of 22.8 
percent compared with a rate of 14.0 percent for exports.

IV-3 4
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technology-Intensive commodities were among the fifty-three 
cozssodities in which the United states revealed a comparative 
advantage in 1977.

Tables IV-6 and lv-7 in Section 3 above provide another 
indication of the changes which have occurred in the structure 
of U.S. trade in high technology products. Comparing those 
products in which the United States was revealed to have a 
comparative advantage in both 1962 and '.977, five of the 
technology-intensive commodities maintained their position on 
both indexes. They are power generating machinery (SITC 711), 
office machines (SITC 714), aircraft (SITC 734), scientific 
instruments (SITC 661) and photographic supplies (SITC 862). 
By 1977, the United States revealed a comparative advantage in 
other inorganic chemicals (SITC 514) on both indexes. 
Explosives (SITC 571), electric power machinery (SITC 7221 and 
electrical medical apparatus (SITC 726), reve&led a comparative 
advantage on an export share basis and maintained it on an 
export-import ratio basis.

On the negative side, medicinal and pharmaceutical products 
(SITC 541) and plastics (SITC 581) maintained a comparative 
advantage on an export-import ratio basis, but each suffered 
such a deterioration in export market share relative to the 
overall manufacturing export share that they no longer revealed 
an advantage on an export share basis. Inorganic cheaicals 
(SITC 513) and road motor vehicles (SITC 732) maintained a 
comparative advantage on an export share basis but lost their 
advantage on an export-import ratio basis as both categories 
registered net imports in 1977. Doaestic electrical equipment 
(SITC 725) was among the categories in which the United States 
revealed a comparative advantage in 1962 on an export-import 
ratio basis but not in 1977. Finally, on both indexes, 
telecommunications apparatus (SITC 724) was not among those in 
which the United States revealed a comparative advantage in 
1977 although it had done so in 1962.

These results suggest that within the class of couusodities 
identified as technology-intensive, the trade performance has 
been mixed. Some categories have improved their t;ade 
performance as others have suffered a substantial deterioration 
in trade performance. Thus, while exports of 
technology- intensive products continue to comprise an important 
and increasing share of U.S. exports and of domestic shipments* 
trade performance, has been mixed.

6.3 U.S. Trade ̂J^r_fjprBance_Jtn_Technology-^n tons jve 
vc ..to

The United states had the largest value of 
technology-intensive exports between 1962 and 1976. Table 
IV-25 presents the value of manufactured goods exports for the

IV- 3 5
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Table IV-25

OECD Exports of Manufactured Goods 
(in billions of US dollars)

1962 1970 1974

Total OECD

1977

Technology- intensive
Non- technology- 1 ntens i ve
Total Manufactured Good?

United States
Technology- intensive
Non- technology- intsnslve
Total Manufactured Goods

Japan
Technology- intensive
Won- technology- i ntens i ve
Total Manufactured Goods

France
Technol ogy- i ntens i ve
Non- technology- intensive
Total Manufactured Goods

Germany
Technology- intensive
Non- technology- intensive
Total Manufactured Good?

United Kingdoa
Technology- intensive
Non- technology- i ntens i ve
Total Manufactured Goods

Top-Five Technology-Rich
Technology- intensive
Non- technology- i ntens i ve
Total Manufactured Goods

1ft. 8
43.3
62.1

5.3
8.4
13.7

.8
3.5
4.3

1.5
3. a
5.3

3.9
7.8
11.^

3.1
5.6
8.7

Countries
14.6
29.1
43.7

31.0
65.4
96.4

7.9
11.0
18.9

2.1
6.8
8.9

2.4
5.4
7.8

6.1
11.7
17.8

4.4
6.9
11.2

22.9
41.8
64.7

57.4
106.1
163.5

13.3
15.6
28.9

5.7
12.3
18.0

4.5
8.8

13.3

10. <*
19.5
30.4

5.7
9.7
15.4

40.2
65.8
106.0

130.4
259.4
389.8

23.4
34.1
62.5

16.9
35.4
52.3

10.5
22.2
32.6

26.1
52.3
78.4

10.7
18.8
29.5

92.6
162.9
255.4

199.5
333.7
533.2

37.8
41.3
79.1

32.1
45.4
77.5

17.8
30.2
48.0

39.1
64.4
103.5

15.6
26.4
42.1

142.4
207.7
350.1

Other OECD Menber Countries
Technology- intensive
Non- technology- intensive
Total Manufactured Goods

4.2
14.2
18.4

8.1
23.6
31.7

17.2
40.3
57.5

37.8
96.5
134.3

57.2
125.9
183.1

Source: Aho and Roscn (1980)
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OECD and the five major "technology rich* member countries for 
selected years between 1962 and 1977.22/ U.S. 
technology-intensive exports were valued at 5.3 billion in 
1962, over one-third the amount of technology-intensive exports 
of the top five "technology-rich" countries. By 1977, U.S. 
technology-intensive exports grew to 37.8 billion but the U.S. 
share of the top five countries dropped to one-fourth.

Between 1976 and 1977 the United States lost its lead to 
Germany as the top exporter of technology-intensive products. 
By 1977, the United Kingdon was surpassed by Japan and France 
as an important exporter of technology-intensive products. 
German and Japanese exports together now comprise half of the 
technology-intensive exports of the five "technology-rich" 
countries.IP/

The remainder of this section briefly summarizes the trade 
performance of technology intensive goods on the basis of 
various measures or indicators of trade performance.

6.3.1 Export^ConcentratiQn

Figure IV-4 showr. the concentration of technology-Intensive 
exports for selected OECD countries. The United States has 
maintained the largest proportion of technology-intensive 
exports throughout the entire period. In 1977, 48 percent of 
U.S. exports were technology-intensive compared with only 37 
percent of total OECD exports.

The composition of technology-intensive exports in Prance, 
Germany, and the United Kingdom does not differ much froa the 
overall OECD composition of exports. The Japanese export 
composition is unique because of the substantial changes which 
took place over the period. In 1962, Japanese exports were 
largely non-technology-intensive, with technology-intensive 
products comprising only 18 percent of total Japanese exports.

United States, United Kingdon, Japan, Germany and 
France accounted for 87 pet cent of OECD expenditures on 
research and development In 1975.

21/U.S. technology-intensive exports grew at an average
annual rate of 14 percent during 1962-1977, compared to the 
Japanese average annual growth rate of 28 percent. 
Throughout each subperiod. Japanese average annual growth of 
technology-intensive exports was nore than twice the U.S. 
growth rate. French, German, and Japanese growth rates for 
technology-intensive expo'i- re t "z the average annual 
growth for all OECD countries while *.he growth rates for the 
United States and the United Mngdoa were below the OECD 
average.
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By 1977 the technology-intensive goods share of Japanese 
exports rose to 41 percent and surpassed the three Western 
European countries, but was still below that of the United 
States. The major shift in Japanese export composition 
suggests that U.S. producers of technology-intensive products 
may face intensified competition in the future.24/

6.3.2 Technological Content

The techr.ology content of each country's exports can be 
represented by calculating an embodiment index using the U.S. 
RiD intensities. Table IV-26 and Figure IV-5 display the 
technology embodiment indexes for selected OECD countries over 
tine. U.S. exports became increasingly more 
technology-intensive throughout the 1960s and into the early 
1970s, but the amount of technology embodied in U.S. exports 
has declined since 1971. Although the European countries have 
not exhibited rapid growth in the amount of technology embodied 
in their exports, there has been a najor increase in the level 
of technology embodied in Japanese exports. By 1977, the 
tecnological content of Japan's exports was second only to the 
United States.

The fact that U.S. exports still remain more 
technology-intensive than exports froa other aiajor 
industrialized countries indicates that the United States has 
not lost its comparative advantage in technology-intensive 
products, 8ut the relative decline caused by the rapid 
increase in the technology content of Japan's exports suggests 
that the United States may have experienced an erosion of its 
competitiveness in those products. The rapid growth in Japan*s 
technology embodiment also suggests that, if current trends 
continue, the major competition for the United states in 
technology-intensive products may come from Japan.

Analytically, the most appropriate measure for assessing 
comparative trade performance and analyzing comparative 
advantage Is to examine net exports on a disaggregated level. 
Figure IV-6 compares net trade in technology-intensive products

ii/The rapid growth in the share of technology-intensive 
exports froa Japan in recent years, and the official 
Japanese government (MIT1) pronouncements that their 
industrial strategy for 1980s will target on high technology 
products, suggest that Japanese exports may becoae even more 
concentrated in technology-intensive goods In the years to 
come.
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Table IV-26 

Technological Content of OECD Manufactured Goods Exports

1962 1966 1970 1974 1977

United States 3.3 3.1 3.7 3.6 3.5
Prance 2.0 2.2 2.2 2.1 2.3
Germany 2.1 2.2 2.3 2.2 2.3
Japan 1.8 2.1 2.5 2.4 2.8
United Kingdom 2.3 2.6 2.5 2.6 2.7
Other OECD 1.9 1.9 2.0 2.0 2.1
OECD 2.3 2.3 2.5 2.4 2.5

Source: Aho and Rosen (1980).

6.3.3 Net Exports

for the five major "technology-rich" countries. Between 1962 
and 1977, each of these countries had a trade surplus In 
technology-intensive products. The most significant change 
evident in Figure 1V-6 is the large increase in Japan's export 
surplus. Japan's surplus surpassed the U.S. surplus in 1969. 
Germany also had a large increase in its export surplus, 
surpassing the U.S. surplus in 1966.2V

li/Changes in the sign of net exports can be a strong
indication of changes in cooperative advantage. For the 
United states, one commodity, 'other inorganic chemicals' 
(SITC 514), vent from being a net Importer to a net 
exporter. On the other hand, four commodities among the 
technology-intensive products changed from net exporters to 
net importers. They were: telecommunications apparatus 
(SITC 724), Inorganic chemicals (SITC 513), domestic 
electrical machinery (SITC 725), and road motor vehicles 
(SITC 732). By way of comparison, four 
technology-intensive products went from import surplus to 
export surplus in Japan over the period. They were: power 
generating equipment (SITC 711), office machinery (SITC 
714), photographic supplies (SITC 862), and watches and 
clocks (SITC 864). Germany maintained an export surplus in 
sixteen of the seventeen technology-intensive commodities 
over the whole period. Only in aircraft (SITC 734) was 
Germany a net importer.
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15

00
0 

• 
o £ 

10
00

0

r
50

00
 • or

-T
—

r
- 

—
^i

 -
rx

-*—
1—

—
t-

co
 

to

62
 

63
 

64
 

65
 

65
 

67
 

68
 

69
 

70
 

71
 

72
 

73
 

74
 

75
 

76
 

77

So
ur
ce
i 

Ah
o 

an
d 
Ro
ie
n 

(1
98

0)



433

6.3.4 Export and 1 mpo rt Growth

Another indicator of changes in trade patterns is the ratio 
of exports to imports in a commodity class.li/ This ratio is 
a flmple way to summarize relative changes in the growth of 
exports and litports. Figure IV-7 shows this ratio for the five 
major "technology-rich" countries. Most noteable of the 
changes shown is the sizeable increase in the ratio for Japan 
from less than two in 1962 to almost eight in 1977. On the 
other hand, the other four "technology-rich" countries 
exhibited a faster growth of imports than exports of 
technology-intensive products over the same period.

The U.S. ratio of exports to deports in the 
technology-intensive commodities declined during the 1960s, 
falling from 3.63 in 1962 to 1.34 in 1970. In 1977 the ratio 
was 1.18. The depreciation of the dollar appears to have 
halted this rapid deterioration, but it did not reverse the 
decline. The United Kingdom'* ratio continued to deteriorate 
•ftei 1970 even though the pound depreciated. France's and 
Germany's ratios remained largely unchanged between 1970 and 
1977.

6.3.5 Export Karket^Share

Figure IV-3 shows the export market shares in 
technology-intensive products obtained by the United States, 
Japan, France, Germany, the United Kingdoa, and the other OECD 
member countries over the period from 1962 to 1977. The United 
States had the largest export market share in the early 1960s. 
The figure chows, however, that the U.S. export share fell fros 
28 percent in 1962 to 23 percent in 1970, and to 19 percent in 
1977 vhen Germany achieved the largest share. At the saae 
time, Japan had a sustained increase in its export share rising 
from 4 percent in 1962 to 10 percent in 1970, to over 16 
percent in 1977. France and Germany had almost constant shares 
throughout the entire fifteen-year period. The United Kingdom, 
on the other hand, lost over half of its market share between 
1962 and 1977. The other OECD member countries* share 
increased by approximately 6 percent over this period.

\ comparison of changes in export market shares for the 
individual commodities can be done using Table 2 from Bowen and 
Pelzman (1980). According to their calculations, the United 
States had trend declines in ten of the technology-intensive 
commodities compared with three for Japan, seven for Germany, 
four for France, and fourteen for the United Kingdom.

2f/Although the ratio of exports to Imports can be indicative 
of changes in ccmpetitiveness, it may also reflect 
differences in *.rade barriers. It is difficult to sort out 
what effect can ee attributed to changes in competitiveness 
and what can be attributed to trade barriers.
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6.3.6 Revealed Comparative Advantage

The decline in U.S. export shares in technology-intensive 
products is consistent with the overall decline in the U.S. 
export chare in manufacturinj over the sane period. One method 
which can be used to analyze the performance of the 
technology-intensive commodities relative to overall 
manufacturing is to construct a revealed comparative advantage 
index for the technology-intensive products as a group. An 
examination of changes in this revealed comparative advantage 
index indicates the extent to which technology-intensive 
products are doing better or worse than overall manufacturing 
exports.

Figure IV-9 compares the revealed comparative advantage 
index for all technology-intensive goods for the five 
technology-rich countries and the other OECD countries. For 
the United States, the figure indicates that 
technology-intensive products have consistently maintained a 
larger export market share than overall manufacturing 
throughout the entire 15-year period. However, the U.S. ratio 
remained constant at approximately 1.3, which implies that the 
technology-intensive products on average did not have export 
shares increasing relative to overall manufacturing export 
shares. Apparently the decline in export share for the 
technology-intensive products was similar to the decline in 
overall manufactures export share.

Again, the most significant change in Figure IV-9 is the 
increase in the index for Japan froa approximately 0.6 in 19C2 
to 1.1 in 1977. This implies that technology-intensive 
products in Japan contributed to the increase in Japan's 
overall manufacturing export share. In fact, 
technology-intensive products performed better than Japan's 
overall manufacturing exports. By 1977, the only two countries 
which revealed a comparative advantage in technology-intensive 
products were the United States and Japan.

When the revealed comparative advantage index is used to 
rank all manufacturing coaaodities, it is of interest to 
examine where the technology-intensive commodities stand among 
all manufacturing commodities.22' Table XV-27 compares the 
average rank of the technology-intensive commodities among all 
manufacturing exports for five different years between 1962 and 
1977 for twenty-two OECD countries. Consistent with the 
earlier results, the United States had the highest average rank 
of technology-intensive comaodities throughout the fifteen-year

HAppemSix Table 4 in Aho and Rosen (1980) ranks all of the 
manufacturing commodities on the basis of the revealed 
comparative advantage index on an export share basis for the 
major countries.
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Table IV-27

Average Rank of Technology-Intensive Commodities 
On a Revealed Comparative Advantage Basis

	1962 1966 1970 1974 1977

United States 33 2? 28 29 26
Canada 42 41 40 42 45
Japan 57 54 46 44 42
Australia 54 54 55 47 46
New Zealand 54 54 54 54 64
Austria 63 64 61 62 60
Belgium-Luxembourg 61 62 60 59 57
Denmark 47 52 54 56 57
Finland 54 55 59 58 58
France 51 50 53 54 50
Cerraany 38 42 42 42 44
Greece 58 54 59 65 67
Iceland 58 60 58 65 67
Ireland 64 57 5? 50 49
Italy 44 5) 50 50 54
Netherlands 48 4"* 4fi 4$ 43
Norway 53 >5 53 53 52
Portugal 61 €1 59 50 52
Spain 59 M 62 62 62
Sweden 42 45 43 40 43
Switzerland 40 45 45 46 47
United Kingdom 43 40 46 44 44

Source: Aho and Roscn 12980).
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period. Furthermore, tbs average rank increased from 33 in 
1962 to 28 in 1970 to 26 in 1977. The most remarkable 
development, however, has been the increase in the average rank 
of Japan from 57 in 1962 to 42 in 1977. In 1977, Japan had the 
second highest rank among all OECD countries. France and the 
United Kingdom had relatively constant ranks while "drmany's 
average rank decreased from 38 in 1962 to 44 in 1977.

It is also of interest to exanine the trend in the revealed 
comparative index for each of the commodities for each of the 
major countries. Since the index normalizes the individual 
commodity export share by the manufacturing export share, a 
statistical analysis of its trend can identify those 
commodities that performed better than overall manufacturing 
and those that performed worse. By controlling for changes in 
the growth of overall manufacturing, differences in individual 
industry performance can be identified. This is particularly 
important Cor the United States where the overall manufacturing 
export share has declined.

The results of the trend analysis arc contained in Table 11 
in the background paper by Aho and Rosen (1980). For the 
United States, five of the technology-intensive coasodities 
exhibited significant negative trends relative to 
manufacturing. The declines were in plastics (SITC 581), 
domestic electrical equipment (SITC 7251, telecommunications 
apparatus (SITC 724), inorganic chemicals (SITC 513) and 
medicinal and pharmaceutical (SITC 541). Nine of the other 
technology-intensive commodities for the United States were 
performing significantly better than overall manufacturing.

For Japan, ten commodities exhibited significant positive 
trends and four had significant negative trends. This is 
noteworthy because Japan's overall manufacturing export share 
increased from 7 to 15 percent between 19S2 and 1977. The ten 
significant increases confirm that technology-intensive 
products made a major contribution to Japan's overall 
manufacturing export share increase.

Among the other countries, France had seven significant 
positive and two significant negative trends, Germany had two 
positive and six negative, and the United Kingdom had seven 
positive and six negative. The other OECD countries had six 
positive and seven negative. Except for France, the nixed 
results for these countries suggest that the
technology-intensive commodities have, on average, performed as 
well as total manufacturing.

On the other hand, it appears that the 
technology-intensive products in Japan and France have 
contributed positively to each country's overall manufacturing 
share. This is also demonstrated by the increase in the 
revealed comparative advantage index for the technology-
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intensive products as a group for both countries. The United 
States had a greater number of significant positive trends but 
since its overall index was constant, the negative trends must 
have balanced off the positive trends. Nonetheless, the large 
number of positive trends suggests that technology-intensive 
products are more important for Prance, Japan and the United 
States.

6.3.7 Constant Market Share Analysis!!?/

A simple way to interpret constant-market-share (CMS) 
analysis is to ask the question, if the United States had 
raaintained its 1962 share of technology-intensive products, how 
would actual 1970 exports compare with the hypothetical? 
Excluding exports to the United States, the United States had a 
36 percent share of OECD technology-intensive exports in 1962. 
Had that share been maintained, the United States would have 
exported S14.5 billion in 1970. Actual U.S. exports were $13.3 
billion, so that the United States had a deficiency of $1.2 
billion or 9.2 percent. For the period from 1970 to 1977, if 
its 28.1% market share had been maintained, then the United 
States would have exported $47 billion of technology-intensive 
products, when in fact actual exports in 1977 were only $37.8 
billion which represented a deficiency of $9.2 billion or 24 
percent.

On a disaggregated basis. Tables IV-28 and IV-29 present 
deviations from a constant market share norm for the exports of 
the five technology-rich countries to the entire world market 
area for the two subperiods, 1962-69 and 1970-77.

Between 1962 and 1969, the United States had actual exports 
below the constant share norms in ten products, one was exactly 
at the norm and six were above the norm. The largest negative 
deviations were in telecommunications apparatus (S1TC 724), 
medicinal and pharmaceutical (SITC 541), plastics (SITC 581) 
and domestic electrical equipment (SITC 7251. The largest 
positive deviations were in electric medical apparatus (SITC 
72611, power generating equipment (SITC 711) and watches and 
clocks (SITC 864).

Japan had positive deviations in sixteen of the seventeen 
commodities. In contrast, the United Kingdom had negative 
deviations in fourteen of the seventeen commodities.

Between 1070 and 1977, (see Table IV-29) the United States 
experienced relative losses in eleven of the 
technology-intensive commodities. The largest losses were a

28/For a CMS analysis for each of the manufacturing
categories, including the technology-intensive categories, 
see Bowen and Pelzaan (2980).
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reversal In poner generating equipment (SITC 711), a repeat In 
plastics (SrrC 581), in ocientific instrtnents (SITC 861) and 
in inorganic chemicals (SITC 513). The largest relative gains 
were in watches and clocks (SITC 864), explosives (SITC 571) 
and equipment for distributing electricity (SITC 723). Again 
Japan had the largest number of relative gains (twelve) and the 
United Kingdom had the largest number of relative losses 
(thirteen products).29/

6.4 A ComparisoAjQf Conpet^t_ivenes_s Indices For U.S. Trade in 
T e c h n oTogy^jn tens iv eTcoaiao"d iT i e s

In the background paper by Aho and Rosen (1980), a detailed 
comparison of four different indicators of competitiveness in 
technology-intensive products was made.2P/ Three were 
derived from a statistical analysis of trends of the revealed 
comparative advantage Index on an export share basis, of net 
exports relative to shipments, and of the import penetration 
ratio (inportf to apparent consumption) normalized by the 
overall manufacturing import penetration ratio. The fourth 
index was based on the residual from a CHS analysis for two 
tine periods, 1962-69 and 1970-77. The CMS analysis has the 
advantage of separating out performance over the two different 
time periods, but the disadvantage of not being able to attach 
statistical significance to the deviations between actual 
exports and the predicted exports based on the CMS norm.

For several of the commodities, the four indicators told a 
consistent story. The strongest positive performances were 
recorded by other inorganic chemicals (SITC 514}, photographic 
supplies (SITC 862), scientific instruments (SITC 861) and 
explosives (SITC 571). Office machines (SITC 714) and aircraft 
(SITC 734) also showed fairly strong performances except for a 
rapid increase in the import-penetration ratio in office 
machines (SITC 714) and the inability to maintain a CKS norm 
for aircraft (SITC 734).

12/These results are consistent with earlier CMS results 
which showed that the United Kingdom always had the worst 
performance whereas Japan always had the best performance. 
Aho and Carney (1978), in their CMS analysis for eleven 
countries over the period from 1964 to 1976, found that 
Japan had the largest positive competitive residual and that 
the United Kingdom had the largest negative competitive 
residual in all periods. Similar to the results reported 
here, the United States was between those two extremes but 
closer to the United Kingdom than to Japan.

IP/Table 14 in Aho and Rosen U980) summarizes four different 
indicators of changes in trade performance.
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Four commodities dismayed a significantly positive trend 
in export market share relative to the overall manufacturing 
share but showed we ale or mixed results using the other 
indices. These commodities were: equipment for distributing 
electricity (SITC 723), watches and clocks (SITC 864), power 
generating machinery (SITC 711) and electrical apparatus for 
medical purposes (SITC 726).

As an example of the mixed results, electrical apparatus 
for itedical purposes (SITC 726) had a significantly positive 
trend in the RCA index and exceeded the CMS norm in both 
subperiods but had a significantly negative trend in the 
import-penetration ratio. That is, imports of electrical 
apparatus for medical purposes (SITC 726) as a percentage ~A 
apparent consumption were increasing raore quickly than the 
percentage for overall manufacturing. This is in conflict with 
the observed positive performance in export markets. One 
possible explanation is that the category consists of 
heterogeneous commodities and that the United States is doing 
well exporting some of these goods but is simultaneously 
experiencing increased import competition in others.21'

Another commodity with mixed results was electric power 
machinery (SITC 722). This commodity showed a significantly 
positive trend in the net exports to shipnonts ratio but also 
significant increases in the import penetration ratio. Again, 
It is possible that the category consists of heterogeneous 
commodities.

Two other categories that displayed nixed results but 
deserve separate comment were medical and pharmaceutical 
products {SITC 541) and plastics (SITC 581). Both had such 
significant drops in their RCA index that they were no longer 
among the commodities in which the United States revealed a 
comparative advantage in 1977. However, the domestic market in 
both commodities was not penetrated any more than manufacturing 
in general, suggesting that the industries are still 
competitive in the domestic market. The large declines in 
export shares could be a leading indicator of future 
competition at home.

21/Since the category consists of newer equipment such as 
laser equipment and body scanners which represent the 
frontier of technology in medical science and also consists 
of more conventional x-ray equipment, it is possible that 
U.S. exports are doing well in the newer equipment but that 
the import competition may be occurring in the older 
equipnent. This hypothesis is beyond the scope of this 
paper, but research on intra-industry trade patterns in 
technology-intensive products would make a useful 
contribution. See footnote 3.
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Four cocraodlties among the seventeen technology-intensive 
commodities had consistently poor performance. They were, from 
poor to poorest: inorganic chemicals (SXTC 513), road motor 
vehicles (SITC 732), doaestic electrical equipment (SXTC 725) 
and telecommunications apparatus (SXTC 724). Ml four had 
significant negative trends in net trade relative to shipments 
reflecting the fact that by 1977 the United states had become a 
net Importer in each category. Ml four also had export market 
shares declining more quickly than the decline in the overall 
manufacturing export share and all four had significant 
increases in the import penetration ratio.

In sum, U.S. trade performance has deteriorated in some 
technology-intensive commodities. But at the same tine trade 
performance continues to be strong in other products including 
scientific instruments (SITC 861), other inorganic chemicals 
(SITC 514) and less so in office machines (SITC 714) and 
aircraft (SXTC 734). However, in almost no category, except 
for other inorganic chemicals (SXTC 514), did the United States 
have a consistently strong coapetltive performance.12/ Even 
In office machines (computers) (SXTC 714) and aircraft (SITC 
734) there was evidence of significant increases in import 
penetration and some deterioration in export market share. 
Thus, it seems apparent that the United states has suffered 
some deterioration of its competitive position in 
technology-intensive products.

6.5 U.S. Performance* n T e chn ol og y^Xnt; ens I ye T rode i n_. C omnon 
Third Markets

As a check on the consistency of the preceding analysis, 
this final subsection examines relative trade performance In 
common third market areas where all trading partners face 
similar trading conditions. This is perhaps the best Indicator 
of changes in competitiveness. Table IV-30 presents export 
market share data for technology-Intensive goods in developed 
and developing country markets. In 1962, U.S. 
technology-intensive exports constituted 20 and 46 percent of 
total OECD exports to developed and developing count"ies, 
respectively. By 1970 the U.S. export shar<% in developing 
countries had dropped to 31 percent. Finally, In 1977, U.S. 
technology-intensive exports consisted of 17 and 25 percent of 
total OECD exports to developed and developing countries.

22/It Is interesting **> note that the trade performance of
inorganic cT" ^aicals (SITC 513) and other inorganic cheaicals 
(SITC 514) are exactly the opposite. This possibly reflects 
the classification scheme under which new coruaodltles tend 
to be put in the "other" category until their widespread use 
justifies a separate category.
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Table IV-30
EXPORT MARKET SHARES FOR TECHNOLOGY-INTENSIVE GOODS 

IK DEVELOPED AND DEVELOPING COUNTRIES

UNITED STATES

DC
LDC
MOULD

1962

45.8
26.3

1966

23.2
34.2
25.5

1970

21.6
31.4
23.2

1974

20.0
29.4
21.8

1977

16.9
25.4
18.9

JAPAN

3.1 
6.0 
4.2

5.2
10.7 
6.8

6.4 
15.2
10.0

ii.3
18.2
13.0

13.9
22.2
16.1

FRANCE 

DC
LDC
WORLD

8.2 
7.4
8.1

7.4
8.4 
7.8

7.5 
8.5 
7.8

7.7 
8.9 
8.0

8.7 
9.3 
8.9

GERMANY

DC
LDC
WORLD

25.7n.i
20.6

22.4
12.1
19.8

20.9
11.8
19.0

21.4
14.7
20.0

21.5
13.8
19.6

UNITED KINGDOM

DC 17.3 13.8 9.4 8.0 7.4
LDC IS.4 15.2 12.2 9.1 8.8
WORLb 16.6 14.1 10.0 8.2 7.8

DC • Developed Countries 

LDC * Less Developed Countries 

Source: Aho and Rosen (1980)
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While the U.S. share of the developed countries* markets 
declined only slightly (3 percent), the United states lost 
almost half of its export market share in developing countries 
over the fifteen-year period.

This decline in the U.S. share of world markets in 
technology-intensive goods contrasts with the large growth in 
Japan's share of the world markets. In 1962, Japan's exports 
comprised 3 and 6 percent of technology-intensive exports to 
developed and developing countries respectively. The Japanese 
export share of technology-intensive goods to developing 
countries doubled between 1962 and 1970. By 1977, Japanese 
export shares in both developed (14 percent) and developing (22 
percent) countries were almost equal to the U.S. shares of 
those markets.(The Japanese share of technology-intensive 
exports to developing countries tripled over the IS year 
period.)!*/

Germany and France maintained relatively constant shares of 
the developed and developing countries* markets. The United 
Kingdom's share of both developed and developing countries' 
markets declined throughout the period,

The comparison of raost significance here is in the 
developing countries where U.S. exports face the sane market 
conditions as those faced by its major competitors. Even 
following the exchange rate realignments which have occurred 
since 1971, Japan increased its share of the developing country 
market by six percent between 1971 and 1977 (16 to 22 
percent). Germany increased its share by three percent (11 to

,33/The declines in the U.S. market shares and increases in 
the Japanese market shares in technology-intensive exports 
are magnified in the total manufactured goods market shares 
data. The U.S. share of manufactured exports to developed 
countries fell from 17 percent in 1962 to 13 percent in 
1977, while the U.S. share of exports to developing 
countries fell froa 36 percent in 1962 to 21 percent in 
1977. Over this s&me period the Japanese share of 
manufacturing exports grew from 5 to 10 percent in developed 
countries and from 11 to 25 percent !n developing 
countries. The Japanese share of manufactured exports to 
developing countries was greater than the U.S. share for 
four the years between 1972 and 1977. Since a large 
proportion of Japan's exports go to the United States, it is 
interesting to compare the trade performance of the United 
States and Japan excluding exports to one another. In high 
technology products, the U.S. export share of all third 
ftarket areas fell from 27.7 percent in 1962 to 22.2 percent 
In 1970 to 16,4 percent in 1977. Japan's share rose from 
3.3 percent in 1962 to 7.2 percent in 1970 to 12.4 percent 
In 1977.
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14 percent). The United States, on the other hand, lost five 
percent of its market(30 to 25 percent). France's market share 
was constant, while the United Kingdom's share decreased by 
over four percent (13 to 9 percent).

Thus, the United States continues to lose ground to Japan 
and Germany even in many of the high-technology products in 
common third market areas. This is occurring even though the 
dollar has depreciated relative to the nark and the yen. 
Between 1971 and 1977, the dollar depreciated by 24 percent 
versus the yen and 36 percent versus the mark. Even when the 
exchange rate changes are adjusted for changes in national 
price levels, the real exchange rate for the dollar fell by 16 
percent versus the nark and 3 percent versus the yen. Thus the 
increases in shares obtained by Japan and Germany could not be 
explained on the basis of price factors alone, particularly 
since Japan's share increased steadily throughout the seven- 
year period dipping only once (1975).li/

6.6 Conclusions

These results confirm the hypothesis that the United States 
has historically had a comparative advantage in 
technology-intensive products. In recent years, however, there 
has been a noticeable shift in the pattern of trade in 
high-technology products. The United States still maintains a 
strong competitive (and comparative) advantage in 
technology-intensive products, but U.S. competitiveness in 
those products in world markets has been deteriorating. The 
primary source of increased competition is Japan.

Several indicators revealed that high-technology products 
have been the source of strength in the overall U.S. 
manufacturing trade balance. Technology-intensive products 
comprise an increasing proportion of U.S. exports. Every year 
since 1962 the United States has a trade surplus in 
technology-intensive products. Most of the other measures used 
to identify the commodities in which the United States has had 
a comparative and competitive advantage show that the 
technology-intensive products have above average trade 
performance.

21/Aho and Rosen (1980) also examine deviations froa CMS norms 
for the individual technology-intensive commodities for each 
of the five major country's exports to the newly 
industrialized countries (NICs), one of the fastest growing 
market areas. They found that Japan had a positive 
deviation and the United States had a negative deviation in 
several commodities which were strong overall for the United 
States including office machines (SITC 714), power 
generating equipment (SITC 711), other inorganic chemicals 
(SITC 514), photographic supplies (SITC 862), and scientific 
instruments (SITC 861).
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Relative to its major competitors, the United States still 
has (1) a greater concentration o£ high technology exports; (2) 
one of the largest export market shares in high technology 
products; (3) the greatest technological embodiment in its 
exports; and (A) more technology-intensive products aaong the 
products which comprise its comparative advantage. However, 
there are several indications that the U.S. doninance in trade 
of high-technology products is beginning to erode.

The U.S. export market share In these commodities has 
fallen over tiae. In 1977, the U.S. share fell second behind 
Germany whose share had remained roughly constant since 1962. 
Between 1962 and 1977, Japan's share quadrupled to a point 
where it was just behind the United States and Germany. The 
decline in the U.S. share and the improved performance of Japan 
and Geraany were present even after exchange rate realignments 
began in 1971.

Another indication of a decline in U.S. competitiveness is 
the sustained increase in the import penetration ratio in high 
technology products. For many of the products the increase in 
their import penetration ratio was more rapid than for 
manufacturing as a whole. On a net export basis, five of the 
technology-intensive products had xuch a rapid growth of 
imports relative to exports that the United States becaae a net 
importer of those products. Finally, the United States is 
losing out to competitors in sone of its traditionally strong 
products in third market areas.

Japan exhibits the most dramatic change in trade 
performance in technology-intensive cocruaodities. Between 1962 
and 1977 there was a remarkable shift in the structure of 
Japanese exports towards the higher technology industries. The 
share of these products in total exports aore than doubled over 
the 1962-1977 period. Japan now has the largest trade surplus 
in technology-intensive products. In the 1960s, Japan's trade 
performance In high-technology products ranked low among the 
OECD countries. Since then, Japan has risen to second behind 
the United States as an exporter of technology-intensive 
products. The aaount ot technology embodied in Japan's exports 
more than doubled between 1962 and 1977. Finally, Japan has 
begun to compete very favorably with the United states and 
other major countries in third market areas where all 
competitors face the saae aarket conditions.

The fact that U.S. exports still reaeln aore technology- 
Intensive than exports froa other aajor industrialized 
countries supports the view that the United States has not lost 
its comparative advantage in technology-Intensive goods. But 
the rapid growth of Japanese exports of technology-intensive 
goods and the growing share of Japan's exports to markets that 
were traditionally dominated by U.S. producers indicate that 
Japanese competitiveness in technology-intensive goods has been
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increasing. As a result, Japan has joined the United States in 
having a comparative advantage in technology-intensive 
products. Therefore, competition between the two countries is 
likely to increase in the future as both countries specialize 
in exporting similar products.

7. U.S. PARTICIPATIOK IN WORLD AGRICULTURAL TRADERS/

7.1 Introduction

In the past decade, U.S. agricultural exports, particularly 
exports of grains and oilseeds, have grown substantially. The 
recent growth of agricultural exports can be attributed to at 
least two major factors which are addressed in this paper. The 
first is the comparative advantage of the United states in 
producing a number of agricultural connodities. Natural 
resources (including land, climate, and weather), the hunan 
resource base, and marketing infrastructure are all elements 
which give the United States its comparative advantage in 
agriculture. The second factor contributing to the growth in 
agricultural exports arose from the policy environment and 
events of the seventies which, on balance, favored the United 
States. Although both factors are considered in this report, 
the latter is primarily responsible for increasing U.S. 
agricultural exports in the past decade.

7.2 Comparative Advantage

The major fictor underlying U.S. agricultural comparative 
advantage is the great natural soil resource together with 
highly favorable climatic conditions for grains and oilseeds 
production. Although this is the foundation, investments made 
by society in agricultural research and extension services, as 
well as In rural education, have been of major importance for 
the full utilization of U.S. land abundance.

The agricultural research system responded to the needs of 
the agricultural sector by developing means for conserving the 
most expensive inputs and using intensively the cheapest 
inputs. Prior to the closing of the frontier in the late 19th 
century, agricultural research was focused on developing 
machinery that helped farmers both to save labor and to greatly 
expand cultivated area. Kith the closing of the frontier and 
rise in the price of land relative to other production factors, 
the research focus shifted towards land-saving technology which

11/For a more detailed discussion of the material presented 
In this section see the background paper prepared by the 
Department of Agriculture (1930).
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raised crop yields through the breeding of higher yielding 
varieties (e.g. hybrid corn) and increased fertilization. (In 
fact, as late as 1930 there was no significant difference in 
coarse grain yields per acre between south Asia and the United 
States!) As a result of over a century of agricultural 
research, U.S. agricultural productivity has risen at a rate 
which has been the envy of most other countries of the world. 
In spite of a shrinking farm labor force employed, and a 
relatively constant or diminishing land area, total 
agricultural output has grown because of the rapid increase in 
use of purchased inputs and machinery embodying the improved 
technology that flows froa research efforts.

This continuing evolution in farming techniques has been 
enhanced by Investments made in rural education by local 
communities. The high level of literacy of the U.S. farn 
population, compared with other countries, has permitted rapid 
diffusion of new technologies into farming, and has improved 
the management and dccieionmaking skills of ensuing generations 
of farmers. Research shows that differences In agricultural 
productivity among countries are one-third explained by the 
land endowment and labor force, one-third by research and 
education, and one-third by capital and purchased inputs. All 
three of these categories have received relatively strong 
emphasis in the United States.

These factors account for the comparative advantage of the 
United states in grains and soybeans production, but they do 
not account entirely for the strong performance of U.S. 
agricultural exports in the last decade. In addition to 
increased import demand due to poor crops, other major 
determinants include the numerous agricultural product and 
input price programs and the associated international trade 
policies implemented to validate these domestic programs.

7.3 Domestic Agricultual Policies

Dories tic agricultural policies appear to respond largely to 
the requirements of two broad constituencies, agricultural 
producers and consumers. Policies designed to maintain or 
improve producer incomes frequently result in high product 
prices that stimulate production and the imposition of import 
restrictions on the affected commodities and their 
substitutes. If surpluses develop, export subsidies or 
incentives are likely to be adopted. The developed economies 
of Western Europe, North America, and Japan ar« the primary 
users of tuch producer-oriented policies.

Countries that have adopted policies designed primarily to 
favor consumers usually fix the retail price of one or more 
basic food items at below-market level* (e.g. f bread in Egypt, 
wheat in Pakistan, rice in Indonesia, and livestock products in 
Poland). Such countries often attempt to hold down the cost of
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consumption subsidies by maintaining low producer prices for 
the affected commodities. The result is pressure for larger 
imports (or lower exports) because domestic consumption grows 
faster than production. Consumer-oriented policies are the 
most prevalent in some of the developing economies.

Both producer and consumer-oriented policies distort market 
prices and divert the spatial distribution of global production 
away from Its relatively least-cost location by giving false 
price signals to producers. Likewise, consumption patterns are 
also distorted--although probably to a lesser degree — as 
consumers in various countries adapt their diets to distorted 
price signals.

The market share analysis of world agricultural trade that 
follows should help explain the forces at work in each of the 
B^jor trading countries important for U.S. agricultural 
exports. Future policies designed to improve the position of 
U.S. agricultural exports will have to operate within this 
coaplex of world market distortions.

7 . 4 Scogc j^

This subsection examines the market shares of the United 
States and its major competitors for five leading U.S. 
a-3r icultuial export commodities. It also presents market 
shares of major importers of those five exports and briefly 
discusses significant factors contributing to changes in both 
export and import shares over the past 15 years. The 
discussion of export and import policies, weather conditions, 
and other influencing elements is commodity and country 
specific. A discussion of U.S. export promotion policies is 
contained in the report submitted under Section lllOa.

This subsection also examines the impact of trade barriers 
on U.S. exports and the export-enhancing effect of concessions 
and regulation of trade practices arrived at in the 
Multilateral Trade Negotiations (KTN) . It also indicates 
markets and commodities in which the United States has the 
potential to become cor* competitive.

7.5 Major U.S. Agricultural Exports

The United States accoonted for 18 percent of the value of 
all world agricultural exports in 1978 with sales of 
agricultural products comprising 22 percent of total U.S. 
exports, in the past 20 years the United states has been 
particularly successful in five major world agricultural 
oirkets: soybeans, coarse grains, wheat, cotton and rice. 
This study examines the competitive position of the United 
States relative to other major agricultural exporters in these 
five markets for the 1960-1979 period.
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The size ami/or the rate ot growth of a country's share of 
the total market is often used as an indication of 
competitiveness. World aarket shares calculated on the basis 
of trade volume are used in this subsection to evaluate the 
conpetitive position of the United States. The major policies, 
economic t.ends, and technical factors affecting the U.S. share 
and the size of each narket are discussed as well as the 
prospects for change in these markets in the 1980's.

7.5.1 Soybeans

World trade in soybeans and soybean products has changed 
radically in the past 20 years. The U.S. share of world 
soybean trade averaged about 90 percent in the late sixties and 
early seventies with the remainder of the market divided 
between Brazil and the People's Republic of China (PRC). 
PRC has ceased to be a significant exporter whereas Brazil ?r.<3 
recently Argentina and Paraguay have responded to high world 
prices by expanding soybean area planted and carving out larger 
shares of the market.

The plots of world total, U.S., and combined Brazilian and 
Argentine exports in Figure IV-10 implicitly show the changes 
in market shares. World total and U.S. soybean exports are 
almost identical until 1971 when they begin to diverge as A 
result of significant Brazilian (and later Argentine) exports.

Figure IV-10 also Illustrates the four fold increase in the 
size of the total world soybean aarket in the last 20 years. 
The absence of soybean import restrictions along with high 
levies on alternative feed rations and the rising consumer 
demand for livestock products have resulted in a rapid growth 
in soybean purchases by the nine European Coanunlty (EC) 
members and Japan which imported 59 and 18 percent, 
respectively, of world soybean trade In 1978.

Four significant factors affecting the U.S. share of future 
world soybean exports are:

— Area Expansion. Xf foreign soybean producers, 
particularly Brazil, Argentina and Paraguay, can 
substantially expand the area planted in soybeans, th* 
U.S. share of world exports may be further eroded. Area 
expansion by the United States is possible but It may 
come at the expense of corn or cotton production.

-- Exchange Rates. In the past, the expansion of world 
soybean trade has partly been a function of the rate of 
depreciation of the U.S. dollar relative to the 
currencies of major Importers. A depreciated dollar 
meant cheaper soybean imports for Japan and the EG, 
stimulating larger purchases. An increase in the value 
of the dollar would raise soybean and soybean product 
prices in major markets thus dampening demand.
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Figure IV-1Q

World Coarse Grains Exports, 1960-1979
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— Expansion of Trade in Other Oilseeds. Improved
varieties and increased supplies of other oilseed and 
protein meals could substitute for soybean weal in 
livestock feeds.

— Change in Trade Policies. The major soybean importers, 
Japan and the EC, currently have no significant 
restrictions on imports of soybeans. More restrictive 
trade policies by major Importers would have a large 
impact on the world soybean market.

7.5.2 Coarse Grains

Corn, barley, and grain sorghun are the major coarse grains 
traded. All of these grains can be used for livestock feeds. 
In 1979, corn accounted for about 70 percent of all coarse 
grains traded on international markets followed by barley (16 
percent) and grain sorghum (12 percent).

The United States responded to the high grain prices of the 
early seventies by bringing large areas into production, much 
of which was devoted to corn. Many of the other coarse grains 
exporters—South Africa, Thailand, France, and 
Australia—lacked additional area for expansion while Argentina 
was constrained by inadequate transportation and port systems. 
Canada suffered front limitations in both crop area and its 
marketing system. The United States, therefore, was able to 
increase its share of the world coarse grains market froa 45 
percent In 1960 to 67 percent In 1979 whereas the combined 
share of major coapetitors fell from 33 to 26 percent in the 
sane time span.

The volume of international trade in coarse grains has 
increased rapidly in the past 8 years and, as indicated by 
Figure IV-11, the United States has been able to capture most 
of the increase. Rising incomes in Japan, Western Europe, and 
middle-income developing countries along with policies to 
increase meat consumption In the Soviet Union and Eastern 
Europe are responsible for the rising demand for livestock 
products for which coarse grains are a major Input.

In addition to the Impact resulting from market development 
efforts, the voltsae of future coarse grains trade and the U.S. 
share of the world market In the 1980*s are likely to hinge on 
five developments:

—- The ability of the United states to Increase corn 
production in the seventies was largely the result of 
the expansion of area planted. Increased production in 
the eighties is likely to require management and 
technological improvements which will increase yields.
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Figure IV-11

World Coarse Grains Exports, 1960-1979
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— None of the United States' competitors has been able to 
significantly increase its market share over the past 8 
years. However, if Argentina can improve its 
transportation and port facilities and if Thailand can 
provide fertilizers and other inputs to increase yields, 
the shares of these countries could Increase in the next 
decade.

— Depreciation of the dollar relative to the currencies of 
importing countries, particularly Japan, could be a 
factor In increasing the demand for coarse grains
imports.

— A large part of the increase In coarse grains import 
demand in the past 8 years resulted fror? the Soviet 
Union's decision to import grain to meet the demands of 
planned livestock herd expansion. The United States 
captured the major share of this increase because of 
market development efforts and large available 
supplies. The current rift in US-Soviet relations may 
spur the soviet Union to develop new sources of grain 
supplies.

— Rising real incones, particularly in certain centrally 
planned and Riddle income developing countries, is 
lively to be the driving force behind further Increases 
in coarse grains import demand in the next decade.

7.5.3 wheat

The rankings and the market shares of the five major whoat 
exporters have changed very little over the past 20 years. 
Increases in country exports have tended to keep pace with the 
expansion of the market. The United states is the world's 
largest wheat exporter with 41 percent oC the export market ii 
the 1975-79 five-year period, followed by Canada (18 percent). 
Australia (12 percent). Prance (11 percent) and Argentina 15 
percent).

The major changes in the world wheat market have cone on 
the import side and are illustrated in Figure IV-12. The 
European Community and India have declined in importance as 
policies designed to increase wheat production have caused 
their respective import shares to fall from. 27 <md 9 percent in 
1960 to 15 and 3 percent in 1975-79. On the other hand, the 
Soviet Union and the continent of Africa (particularly Egypt' 
have increased their shares of the world market fron 1 and 2 
percent In I960 to 10 and 6 percent, respectively, in 197S-79. 
The change in the Soviet share Is a result of a policy change 
to increase grain imports while the African share increase is a 
consequence of population increases and rising incoaes. The 
shares o£ two other major wheat importers—Japan (8 percent) 
and Brazil (5 percent)—have changed very little in the pant 20 
years.

IV-55



W
O
R
L
D
 
W
H
E
P
T
 
I
M
P
O
R
T
 
Mf
iR
KE
T

t
C
-
9

O
T

H
tt

1
9
6
0
 

V
O

LU
M

E
=4

3 
M

M
T

1
9
7
5
-7

9
 

flV
E

R
fiG

E
 

V
O

LU
M

E
-7

7 
M

M
T

en
 

oo

O
f



459

The U.S. share of the world wheat market is affected by 
many of the sane factors which affect the U.S. position in the 
world coarse grains market. There are, however, two Important 
differences. First, the response of wheat consumption to 
changes in income and prices is much smaller than the response 
of coarse grains. Second, wheat production, pricing, and trade 
sround the world are subject to more policy restrictions than 
are coarse grains. The combination of these factors results in 
a world wheat market in which adjustments to shifts in supply 
or demand are generally accompanied by relatively larger price 
movements than in the coarse grains market.

Aside from promotional efforts, three factors are likely to 
be important determining the level and export shares of the 
world wheat market in the eighties.

— Developing countries, particularly in Africa, should 
become relatively more important purchasers o£ wheat on 
the world market as population expands and incomes move 
above subsistence levels.

— A continuation of the U.S. suspension of grain sales to 
the Soviet Union could encourage the latter to 
substitute imports of wheat for coarse grains because of 
the greater relative availability of alternative sources 
of wheat supplies. The total volume of world wheat 
trade and world prices would increase as a result.

— If Argentina, Australia, and Canada arc successful in 
removing some of the limitations on their transportation 
and port storage capacity, an increase in their shares 
is possible.

7.5.4 Cotton

Eight nations account for about three-fourths of the 
world's cotton exports. These nations, ranked in Importance by 
their average share of the world cotton export market from 1975 
to 1979, are: the United States with 28 percent: the Soviet 
Union, 21 percent; Turkey, 6 percent; Egypt, Mexico and Sudan, 
4 percent each; Guatemala, 3 percent; and Pakistan, 2 percent. 
Since 1960 these eight nations' total share of the world cotton 
market has been fairly constant, although the rankings have 
changed slightly as shown by the comparison between 1960 and 
the average 1975-79 market shares in Figure lV-)3. The shares 
of the United States, Mexico, and Egypt have declined, whereas 
those of the Soviet union, Turkey, and the Sudan have 
increased. Total world cotton exports in 1979 were only about 
22 percent above the i960 level indicating a slower rate of 
market growth than tot soybeans or coarse grains.
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Eight nations account for About three-f Uths of the world's 
cotton imports. These countries, listed in order of Importance 
of their average share of the world cotton a«,V*t from 
1975-1979 are: Japan, 17 percent; The People's Republic of 
China. 9 percent; South Korea, 6 percent; Taiwan, Rong Kong, 
France, and Italy, S percent each and West Germany, 4 percent. 
These eight nations have increased their share of the world 
cotton market since 1960.

Major changes in rankings since the sixties include 
increasing market shares for the Asian nations (The People's 
Republic of China, South Korea, Taiwan and Hong Kong) while the 
European countries (France, Italy and Germany) have witnessed 
declining shares. The major reason for these changes is that 
the Asian countries have required large amounts of cotton 
imports to fuel their growing textile industries whereas the 
European nations have moved heavily into the use of synthetics.

Aside from the effects of promotional efforts of producer 
nations, the future position of the United states In the world 
cotton market will depend on the level of economic, political 
and technological variables in three key areas.

— U.S. Export Supply. At current prices, projected U.S. 
production in the next five years indicates that the 
United States will maintain large quantities of cotton 
for export.

— Exports of Competitors. A number of cotton exporters 
are developing countries which are faced with the need 
to increase food production to feed their growing 
populations. Agricultural land now devoted to cotton 
production »ay be switched to food crops as price 
relationships and/or policies change.

— Foreign Demand for Cotton. Increasing income and 
population, particularly in China, Brazil, Egypt, and 
South Korea, should result in higher demand for cotton 
textiles. An important factor will be the ratio or the 
cotton price to the price of synthetics. Current trends 
appear to favor cotton.

The trends in all three of these areas favor Increased world 
cotton trade in the next few years with the United States 
favored to maintain or expand its share.

7.5.5 Rice

World rice trade has been growing irregularly over the past 
two decades. Ho single country dominates the aarKet either on 
the export or the Import side. In part this Is because of the 
importance of varietal differences in rice which affect its 
taste, texture, and cooking characteristics. Production of 
certain rice varieties is also often country specific. 
Therefore, particular exporters can capture particular Import 
markets based on differing preferences for rice.
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in the most recent five-year period (1975-79), the United 
States and Thailand have been the world's major rice exporters, 
each holding 21 percent of the market. More than 50 percent of 
U.S. rice exports were on a concessional basis as part of the 
P.L. 480 program, other important rice exporters are China, 
Pakistan, Burma, and Japan with 11, 9, 5, and 2 percent of the 
world market respectively. The changes in these export naiket 
shares since 1960 are illustrated in Figure IV-14.

Rice is not a highly traded commodity and the predicted 
volume of trade for 1979/80 was only about 77 percent above the 
1960 level. Imports are widely dispersed throughout the 
world. Asia is the continent with the greatest imports, 
accounting for 42 percent of all rice traded in the most recent 
five-year period. Africa was second in importance, purchasing 
15 percent of rice sold on world markets followed by Western 
Europe (H percent), Latin America (4 percent), and Eastern 
Europe (2 percent). The major rice Importing countries are 
Indonesia (19 percent), the European Comaunity (9 percent! and 
the Soviet Union (3 percent).

The future structure of the world rice market will depend 
largely on the policies and trends in the major producing and 
consuming countries. Some of the most important factors 
include:

— Thailand's ability to continue production increases. 
Production gains in the past have been largely the 
result of expanded acreage; future gains will depend on 
yield increases which are a function of capital 
investment and technological development.

— Indonesia's ability to increase rice production. Past 
Indonesian policies have been consumer-oriented. A move 
toward a nore producer-oriented rice policy would 
stimulate domestic rice production and decrease the need 
for imports.

— The continued expansion of quality rice markets in the 
Middle East. Further growth in rice import demand In 
the Middle East is dependent on a more even 
redistribution of income in the region.

— P.L. 480 rice exports. Any change in the export 
provisions of the P.L. 480 program could have a 
significant impact on the U.S. share of the world rice 
narket.

IV-58



W
O

R
LD

 
R

IC
E

 
E

X
P

O
R

T 
M

flR
K

E
T

O
TH

C
*

O
IH

C
*

P
A

C
IS

T
flH

M
C

U
.I
.

I9
6
0
 

V
O

LU
M

E
=

6.
5 

M
M

T

u.
s

IM
OR

OM
D

C
O

1
9
7
5
-7

9
 

flV
E

R
R

G
E

 
V

O
LU

M
E

=
10

.6

So
ur

ee
i 

D
«
p
tc

tr
*n

t 
o
f 

A
g

rt
c
u

lt
jr

i 
(1

*6
0)



464

7.6 Trade Barriers^to Agricultural Exports and the MTN

Import restrictions and export subsidies affect the competitive position of U.S. agricultural exports. Most U.S. 
agricultural exports are subject to tariffs in other countries and almost every significant agricultural product is produced or exported with government assistance In one or more 
countries. In addition, nontariff barriers such as quotas, licensing restrictions, state trading, variable levies, product standards and custom valuation practices also pose significant 
obstacles to U.S. exports of agricultural commodities.

Efforts to reduce these trade barriers take place both 
bilaterally and in broader multilateral negotiations undei the GATT. The most recent of these rounds, the Multilateral Trade Negotiations (KTN), produced significant results for U.S. 
exports of agricultural as well as industrial products. In terms of 1976 trade levels and values, the United States 
received concessions on nearly $3.8 billion worth of farm 
products, including reductions In duties, liberalization of nontariff barriers, and duty bindings. The United states 
granted concessions on agricultural products covering about 
$2.4 billion.

Another product of the MTN was a series of international codes which should strengthen existing GATT rules concerning the resolution of international trade disputes. For agriculture, the two most important codes are those relating to 
subsidies and standards. The subsidies code, as applied to primary agricultural products, further clarifies what constitutes a fair share of world trade and defines more 
clearly the notion of a previous repre'cntative period. The standards code calls for core open procedures in drawing up standards-related regulations, including consents froa the 
public or other governaents.

In the coming years, trade policy efforts within the Department of Agriculture will focus on several areas. The Department will participate In interagency efforts to bring more countries, especially developing countries, *nto the agreements already negotiated. The USDA will also work with other agencies toward a successful implementation of the MTN agreements, and will attempt to obtain core useful rules on trade barriers not effectively dealt with in the MTN. Finally, the United states, together with several other MTN participants, will help develop the concept of a Multilateral Agricultural Framework. During the KTN, several participants agreed to consider later a proposal for a forum for the exchange of information as well as regular meetings to consult on proposed changes in agricultural policies before they are implemented. Ultimately, the objective of thia proposal is to encourage the operation of domestic agricultural policies so that they do not shift the burden of adjustment to international trade.
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7.7 U,S. Transportation.Systems

Transportation distances and nodes influence total costs 
for an product, and, although the U.S. transportation network 
is one of the best in the world, bottlenecks still occur that 
impede efficiency and delay shipments, A principal problem in 
recent years has been declining rail service to rural areas at 
a tine when U.S. production and exports are setting new 
records. Rail transportation problems include car shortages, 
owner's bankruptcies, mainline deterioration, and obsolete 
labor work rules. Waterway restraints are also impeding 
commodity transport. Lock 26 on the Mississippi River and thr 
Bonneville Lock on the Columbia River cause delays during 
periods of heavy traffic. Divergent size and weight 
limitations among the States constitute the principal problem 
for truck transportation. Escalating fuel costs affect all 
these transport modes, and have been particularly noticeable in 
the cost of both ship and airplane ocean transportation. The 
rising cost of ocean shipping is damaging U.S. competitiveness 
and endangering several U.S. export markets, especially wheat 
and feed grain markets in Southeast Asia.

7.8 Coneluding^Rerearks

The underlying impetus for the rapid increase in U.S. 
agricultural exports in the last decade has been rapid 
population growth in the developing countries, and substantial 
increases in real per capita income around the world, that has 
permitted consumers to upgrade the quality of their diets by 
eating more livestock and poultry products. The United States 
was able to respond to this demand and increase its market 
share because it had a much larger capacity to increase output 
with relatively little increase in unit cost than any of the 
other grain exporters. Also of importance were the cumulative 
effects of years of market development work, the price 
competitive effects of the depreciation of the dolla- relative 
to the currencies of major Importers and the capacity of the 
U.S. transportation system and port facilities to deliver large 
quantities of agricultural products to foreign markets.

The United States appears to still have the capacity to 
further increase its grain and oilseeds exports in the future, 
and with smaller increases in unit costs than many of its 
competitors. However, two factors threaten the country's 
future ability to compete. On the one hand, investments in 
agricultural research have been lagging in real terns for 
almost a decade, and have contributed to a recent leveling off 
of Increases In rates of productivity. Some ottu*r countries 
have been substantially increasing investments in research and 
should thereby be able to expand their productlvivy and reduce 
future import requirements. Expansion of U.S. agricultural 
output in the 1980's will require better management of 
resources and new technological develofteents to match the 
export growth of the seventies.
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The second major cause for concern is the rising price of 
energy. The United States will have to invest more in new 
energy-saving technologies if it is not to lose its competitive 
position relative to countries with less energy intensive 
agricultures. Transportation, particularly, is a sector of the 
economy in which rising energy costs could have a significant 
impact on U.S. competitiveness. Although the United States has 
a substantial competitive advantage in the transportation of 
bulky grains thanks to cheap water-transport costs from the 
heartland to the ports, increasing ocean freight rates mean a 
weakening of the U.S. competitive position in distant narkets.

Certainly the future competitiveness of U.S. agricultural 
exports will depend on effective naiket development prograras 
and the ability to obtain »ore favorable tariff treatment for 
U.S. products in importing countries. Yet of greater 
significance over the next 10 to 20 years will be the need to 
develop lower cost production technologies aid organizational 
methods. This will require increased cosmitnents to 
agricultural research and productivity-increasing investments 
in the land, labor, capital, and energy resources. The 
efficiency of the U.S. agricultural sector has been the fcey to 
its success in world markets in the past, and the maintenance 
of future efficiency will be the most important stnqle element 
in sustaining the gains which »tave already been radc.
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V. Asge^ssTEtent oL^the Deterroirants of Changing 
" u7s. Trade Perforirance

OVERVIEW AND SUMMARY

This chapter analyzes the ma^or factors which Influence 
competitiveness. The factors analyzed include: (11 
changes in the availability of capital, skilled labor and 
other flavor resources; (2) research and development; (3) 
chang?s in productivity and unit labor costs; (4) 
Multilateral Trade negotiations and foreign cosnercial 
policies; (St foreian direct invsstncnt and technology 
transfer; (6} taxation; OJ eneroy and (8} labor-iaanaaenent 
relations.

The Urited States emerged fros- World war II with its 
industrial base intact, giving it a unique position in the 
world econo-y. However, its unique position disappeared 
with thf rorf raptd gro.th of investment and skilled labor, 
and with i?or< intensified research and development efforts 
bv other countries

A consistent explanation errorqinq fror the analysis i? that 
the decSin^ in c.S. trad*1 perforrance since the early 1960s 
15 the result of changinc world resource supplies and 
technological capabilities. These changes are thp result 
of difference in the rates of growth acros? countries of 
net investrent in equipTen* and research activity, and the 
acquisition of skiUs through education and other training.

Tne U.S. share of world capital fell fro-t 44 percent in 
1963 to 33 percent in 197$. By comparison, ^apen's share 
of world capital increased twofold over the ease period, 
fron 7 to 15 percent. The U.S. world share of Milled 
labor fell fror 29 percent to 26 percert; its world share 
of arable land, however, increased froa 27 to 29 percent,

The share ol U.S. output devoted to research and 
development declined fror 2.97 percent to 2.27 percent 
between 1964 and 1977. Japan's share rose fro:? 1.48 to 
1.94 percent; Germany's rose froa 1.57 to 2.26 percent.

The rapid growth of capital, skilled labor, and technical 
resources by other countries relative to the United States 
has intensified coppetitici. m traditionally strong U.S. 
export products and has narrowed the range of products in 
which the United states ha^ a cospetitive advantage. This
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competition will continue and increase in the 1980s due to 
ongoing changes in the distribution of the world's 
resources and the increased technical effort by raajor U.S. 
competitors.

Research and development and investment in skills and 
capital equipment are factors which affect the long-run 
competitive position of a country and they are also the 
najor sources of productivity growth. In recent years, the 
United States has had slow productivity growth relative to 
past growth and relative to the growth in other countries. 
U.S. productivity growth in manufacturing has lagged behind 
that of all of our major foreign competitors, except the 
United Kingdom. Over the last decade, manufacturing 
productivity in the United States increas d by an average 
of 2.5 percent per year. In Japan, the average increase 
was 5 percent, in West Germany, 5.5 percent, in France, 4.5 
percent, and in Canada, 4 percent. The comparatively high 
productivity growth rates in Japan and most of Europe have 
permitted raore rapid increase* in real wage rates in these 
countries than in the United States.

Several important trends are apparent from the available 
data on technology transfer and foreign direct investment. 
First, income fror foreign direct investment and technology 
transfer is becoming an increasingly important itea in the 
U.S. balance of payments. These inflows exceeded $44 
billion in 1979, whereas outflows on these accounts were 
less than $7 billion. Second, property plant and equipment 
expenditures of foreign affiliates of U.S. firms are 
growing much more rapidly than domestic investment by U.S. 
firms (430 percent and 291 percent, respectively, over the 
period from 196$ to 1979). Although no definitive 
estimates of the effects of foreign investment or 
technology transfer on the competitiveness of U.S. exports 
are yet available, they are of growing importance in the 
balance of parents and in determining the global pattern 
of investment expenditures.

Although it is not clear that taxation influences the 
aggregate U.S. trade balance, different U.S. taxes (such as 
the corporate income taxi and tax provisions (such as the 
provisions for deferral of non-repatriated foreign source 
income and the provisions for Domestic International Sales 
Corporations) may a'fect the composition of U.S. trade. 
Also, although the value added tax with border tax 
adjustments would probably have little effect on the 
overall U.S. trade balance, this tax could change the 
pattern of U.S. trade if tax rates for different industries 
vary widely.
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The Tokyo Round tariff and, particularly, nontariff barrier 
(NTS) agreements provide an excellent beginning for 
attacking governmental intervention and restriction in 
trade. The NTS agreements will assist in maintaining open 
world markets for U.S. exports, vigilance will be 
necessary to ensure that the principles agreed to in the 
NTS codes are strictly adhered to by signatory countries.

Prior to 1973, energy prices in both the United states and 
Canada were lower relative to their najor trading 
partners. Consequently, both countries tended to 
specialize in commodities produced with energy intensive 
methods. A determination of the full impact on U.S. 
competitiveness of subsequent energy price increases is 
difficult and involves a complex set of relationships. 
However, many of the products in which the United States is 
competitive are energy-intensive. Continuing increases in 
energy prices will heavily impact on the direct energy 
imports and on imports of energy-intensive ores and raw 
materials. Further, the prices of some of the more 
competitive U.S. exports may increase relative to those of 
its less-competitive goods. Both of these nay result in a 
worsening U.S. trade balance and/or a fall in the 
international value of the dollar.

The labor-sanageraent relations sys:ens of a fine refers to 
the rules govering the function, responsibilities and 
behavior of workers and managers. Differences among 
nations in the degree to which labor and management 
cooperate witi. one another can have an effect on the 
international competitiveness of a nation's firms and 
industries. A comparison of empirical measures suggests 
that the trade performance of Oapan and Germany is, in 
part, related to the cooperation exhibited by labor and 
management. Efforts to encourage labor-manageraent 
cooperation in the United States »ay lead to productivity 
increases which could improve U.S. competitiveness in world 
markets.

Other factors affecting U.S. competitiveness such as 
product quality, managerial initiative and delivery and 
servicing are difficult to quantify. It is not possible to 
identify the magnitude of the effect of such factors on 
U.S. competitiveness, although some indication of the 
likely direction of their impact can be »ade. More 
research, at a detailed level, is necessary before an 
assessment of these factors can be roade.
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V. Assessment of the Determinants, .ofr_ Changing U.S. Trade 
Performance

J . CHANGES IN RELATIVE RESOURCE SUPPLIES AS A DETERMINANT OF 
CHANGING U.S. TRADE PERFORMANCE!/

1.1. Introduction and Summary

Differences in the relative availability of productive 
resources both within and among countries are a primary 
determinant of the composition and direction of a country's 
trade flows. However, the availability of these resources does 
not remain constant over tine, and changes in resource 
availability can be expected to alter the structure of a 
country's trade. These changes in trade structure occur for 
two reasons. First, if a country accumulates, say, capital 
relative to labor faster than the rest of the world, this will 
induce a shift in the mix of the country's production toward 
the more capital-intensive sectors and away froa the more 
labor-intensive sectors. Consequently, the country's 
production, and exports, of capital-intentive commodities will 
expand whereas its production of labor-intensive commodities 
will decline and its imports of such goods will increase. 
Second, the faster growth of capital relative to labor will 
tend to reduce the price of capital relative to labor 
services. This causes producers to shift to more 
capital-intensive methods of production and the price of 
capital-intensive goods will fall relative to labor-intensive 
goods. As a result, the production and exports of capital- 
intensive goods will increase.

Past studies of the resource determinants of U.S. trade 
structure have found that the availability of capital and 
highly-skilled labor creates a comparative advantage for the 
United States in the production and export of capital and 
skilled labor intensive goods. One would expect, therefore, 
that as other countries accumulate these resources their 
increased production and export of such goods will lead to 
increasing competition Cor the United States in its traditional 
export goods.

I/The background paper by Bo^en O980a) presents a
detailed analysis of the changes in international resource 
abundance and its effect on U.S. and world trade.
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This section examines the changes in the resource supplies 
of the United States and other countries since the early 1960s 
and assesses the impact of these changes as an explanation of 
the changing structure of U.S. trade and the growing 
competition to U.S. producers in international markets.

The results of this analysis indicate that the changes in 
resource availability in the United States relative to other 
countries provide a significant explanation of the changes in 
U.S. trade structure and the increasing competition to U.S. 
producers in world markets. It is found that the relative 
capital abundance of the United States has been substantially 
eroded since the early 1960s. This relative decline is also 
found, though to a lesser degree, with respect to the 
availability of skilled labor.

Examining the changes in the composition of U.S. trade, it 
is found that U.S. tradj in manufactured goods has shifted 
toward the less capital-intensive sectors. This shift in the 
composition of U.S. trade is found to be evident in U.S. trade 
with both the developed and developing countries.

The results of a formal statistical analysis of the 
resource determinants of U.S. comparative advantage since the 
early 1960s indicate that the more rapid accumulation of 
capital and skilled labor relative to semiskilled labor by the 
developed countries has enabled them to compete successfully in 
those products which were traditionally strong U.S. exports. 
In addition/ the results indicate that the rapid accumulation 
of capital and semiskilled labor by the developing countries 
has enhanced their ability to supply those products in which 
the United States has a comparative disadvantage.

*• 2 • The Changing Structure of Resource Endowments 

1.2.) Changes in Resource Supplies.Within Countries

The rates of growth of resources within a country are 
traditionally used to reflect the changing direction of its 
resource availability. The ranking of the leve*s of rc&ouices 
across countries is used to indi,ate a country's resource 
availability relative to other countries. Tables V-l and V-2 
report the levels of capital per worker and the ratio of 
skilled labor to total labor in 1963 and 1975 for the United 
States and thirty-three other countries. Also shown is the 
average annual compound rate of growth of each resource in each 
country, between 1963 and 1975. The countries have been ranked 
on the basis of this growth rate.

The data in Table V-l confirm the conventional wisdora that
in the early 1960s the United States held a dominant position
with respect to capital per worker relative to the rest of the
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Table V-) 

Capital per Worker Endownents and Their Change, 1963-1975

Coimtrv Growth 
Rate

Capi ta 3 per^_Worker'*

Korea
Japan
Greece
Spain
Panana
Turkey
Portugal
Austria
Hong Kong
Brazil
Mexico
France
El Salvador
Denmark
Ireland
Finland
Israel
Philippines
Belgiuc-
Luxerbourg
Norway
Italy
India
United Kingdor
Germany
NetherJands
Argentina
Sweden
Switzerland
Australia
Canada
Colombia
United States
Yugoslavia
Ghana

n.9
10.)
9.6
8.3
7.)
6.7
6.5
6.4
6.0
5.9
5.9
5.8
5.6
5.4
5.4
5.3
5.1
5.1

4.7
4.7
4.4
4.3
4.2
4.2
4.1
4.0
3.9
3.6
3.4
2.7
1.8
1.7
-.5

-1.4

1063 19T5
via) ue

24)
2459
1263
2079
1315
480
889
3754
1021
1075
1469
5640
545

4694
2469
5387
4952
439

4931
7580
3868
162

3673
5665
5473
2544
7710
7251
6490
9019
1115
9204
1239
501

Rank

33
19
23
20
22
31
28
15
27
2fi
2)
8

29
13
18
10
11
32

12
4
H
34
16
7
9

17
3
5
6
2

25
1

24
30

value

1003
8242
3980
5610
3084
1071
1947
8340
20^9
2190
2969
11353
1066
9030
4747
10219
9167
812

79
1 >14
6560
273

6010
9422
8984
4124
12438
11422
9733
12463
1381

11270
1165
421

Rank

31
14
21
IP
22
29
26
15
25
23
23
5

30
11
19
7

10
32

13
1

16
34
)7
9

12
20
3
4
8
2

27
6

28
33

*in constant 1966 U.S. dollars. 
Source: Bowen (1980a>.
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Table V-2 

Skilled Labor Endowments and Their Change, 1963-1975

Skilled Labor per Worker
Country

Turkey
Philippines
Greece
Ghana
India
Denmark
Finland
Brasil
Norway
Korea
Mexico
Italy
Yugoslavia
Japan
Israel
United Kingdom
Colonbia
France
Netherlands
Gerrsany
Panama
Switzerland
Spain
Portugal
Ireland
Sweden
Australia
Austria
Argentina
El Salvador
Canada
Un'ted States
Belgiura-
Luxersbourg
Hong Kong

Growth
Rate

5.24
5.21
4. 1'
4.12
4.04
3.80
3.79
3.71
3.S7
3.50
3.48
3.46
3.38
3.37
3.32
3.26
3.C5
3.13
3.02
3.01
2.90
2.81
2.61
2.57
2.49
2.26
2.07
2.06
2.00
1.66
1.55
1.27

.59

.58

1963
Percent

2.10
3.06
3.9$
2.69
1.9)
9.06
9.31
3.64
9.75
2.01
4.30
5.30
6.13
5.20

12.13
8.65
3.77
9.91
10.28
8.41
5.67
9.83
4.60
2.96
7.45
14.60
8.78
7.19
6.49
2.63

11.40
12.32

11.12
4.82

Rank

32
28
25
30
34
11
1C
27
9

33
24
20
18
21
3

13
26
7
6

14
19
8

23
29
15
1

12
16
17
31
4
2

5
22

197S
Percpnt

3.94
5.72
6.53
4.41
3.10
14.30
14.68
5.68

14.96
3.06
6.53
8.03
9.20
7.79

18.07
12.79
5.57
14.43
14.77
12.07
8.03
13.77
6.29
4.03

10.05
19.15
11.26
9.21
8.25
3.21

13.73
14.35

11.93
5.17

Rank

31
25
22
29
33
8
5

26
3

34
23
19
17
21
2

11
27
6
4

12
20
9

24
30
15
1

14
16
18
32
10
7

13
28

Source: Bowen (1980a).
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world. Other countries with a relatively high level of capital 
per worker at that time were Canada, Sweden, Norway, 
Switzerland, Australia, and Germany.2/ Japan held an 
intermediate position in 1963, a rank of nineteen out of 
thirty-four.

In terns of the growth in capital per worker, the United 
States outpaced only two countries. Ghana and Yugoslavia, both 
of which showed a decline. In comparison. Japan's capital per 
worker grew at an average annual rate of 10.1 percent^/ 
second only to Korea whose relative capital endowment grew at 
the surprisingly rapid rate of 11.9 percent per year. Other 
countries showing relatively rapid rates of growth in capital 
per worker include Greece, Spain, Hong Kong, Brazil and 
Mexico. Although the disparity in growth rates between these 
countries and the United States is partly a function of their 
initial (snail) base, a comparison of the United States to 
countries with similar levels of capital per worker also 
indicates that it had a slower than average growth over this 
period.4/

The relatively slower growth of the U.S. capital stock 
could reflect both the slower real growth of U.S. GNP and the 
fact that the United States allocates a snaller proportion of 
its GNP toward investment. In 1978, the United States 
allocated only 7.3 percent of its GNP to gross fixed capital 
formation in machinery and equipment, whereas Japan allocated 
10.9 percent, Germany 8.9 percent. Franco 9.1 percent, and the 
United Kingdom 9.2 percent. In terns of total gross fixed 
capital formation, the United States allocated 18.1 percent. 
Japan 30.2 percent, Germany 21.5 percent, France 21.5 percent 
and the United Kingdom 18.1 percent.

In view of the wide variation in the rates of growth of 
capital per worker anong these countries, it would be expected 
that the ranking of countries would change over tiste. Indeed,

2/This ranking is similar to Hufbauer's (1970) ranking based 
on 1963 capital per employee in manufacturing. Kis top five 
were Canada, United States, Norway, Sweden and Australia.

I/Heller (1976) reports a growth in capital per worker of 
9.94 percent between 1960 and 1967 based on Japanese data.

I/The rate of growth of capital per worker reported here is 
similar to that reported by Der.nison (1979, p. 52., Table 
4-2) for capital input per person potentially employed. He 
reports growth rates of 2.8 percent for the period 1964-1969, 
and 1.5 percent for the period 1969-1973. These imply a 
(time weighted) average annual growth rate of 2.21 percent 
between 1964 and 1973.
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the United States fell from a rank of first in 1963 to a rank 
of sixth in 1975. Other countries who fell in rank were 
Australia, Germany, Italy, United Kingdom, Ireland, 
Belgium-Luxembourg, Netherlands, Mexico, Ghana, El Salvador and 
Colombia. The principal gainers (defined as a change in rank 
of three or more) were Japan, Turkey, France, Finland and 
Norway.

These results provide support for the often voiced view that 
the dominance of the United States in world trade has, in part, 
been eroded by the rapid accumulation of capital in other 
countries which has expanded their capability to supply 
increasing quantities of goods to the world rarket. Given the 
decline in U.S. capital per worker relative to other countries, 
it is not surprising that the United States is meeting 
increasing competition in many of its traditional exports. 
Further, one would expect that the overall composition of U.S. 
trade has shifted toward those sectors whose production employs 
relatively less capital per worker.

Table V-2 reports the changes in each country's endowment of 
skilled labor in the sane forraat as Table v-1. The countries 
with the fastest rates of accumulation of skilled labor over 
the 1963-1975 period were: the Philippines, India, Greece and 
Ghana. Japan's skill endowment grew at an average annual rate 
of approximately 3.4 percent.£/

The data in Table V-2 indicate a change in the ranging of the 
United States in terms ol its skilled labor endowment, similar 
to that found for capital per worker. Although the United 
States still ranks high relative to other countries, it fell 
fros second behind Sweden in 1963 to seventh behind Sweden, 
Israel, Norway, Netherlands, Finland and France.

•verall, the data presented indicate that differences in the 
rates of accumulation of capital and skilled labor between 
countries has led to changes in the availability of these 
resources across countries. The indicated changes in resource 
availability over the relatively short tine period covered here 
counters the belief that resource endowments change very 
slowly, in accordance with international trade theory, it is 
expected that these changes in resource availability have had 
an impact on the structure of U.S. trade as well as the trade 
structure of other countries.

5/Heller 11976) reports a similar growth rate for Japan's 
skill endowment, 4.38 percent per year over the period fron 
1960 to 1970. Thus, like Heller, we find that the growth of 
Japan's capital per worker greatly exceeded that of its 
skilled labor as a percentage of the labor force.
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1.2,2. Changes in Relative Resource Structure and Resource 
Abundance

The preceding analysis of the changing structure of a 
country's resources was based on comparisons of the relative 
growth o£ a country's capital per worker and its ratio of 
skilled labor to total labor over time. As discussed in the 
background paper by Bowen U980al, a more appropriate measure 
of a country's resource abundance relative to the rest of the 
world is that given by the ranking of its world share of each 
resource.

Table v-3 reports the world shares for the United States 
and selected countries with respect to five ma301 resources, 
physical capital, skilled labor, semiskilled labor, unskilled 
labor and arable land. These data indicate that in 1963 the 
United States was most abundant in capital, followed by skilled 
labor, arable land, semiskilled and unskilled labor, in 
accordance with prior expectations. By 1975, however, the 
capital abundance of the United States relative to the rest of 
the world had been substantially eroded; the U.S. world share 
of physical capital fell frora approximately 42 percent to just 
over 33 percent. The ranking indicates, however, that the 
United States is still most abundant in capital relative to its 
other resources.

Although the the Unifd States is still most abundant in 
capital, the data indicate that it is becoming increasingly 
abundant in skilled labor and arable land .relative to capital 
and that the ordering of arable land and skiTTedTabor has 
changed over this period. This increasing relative abundance 
in arable land is consistent with the increasingly better 
performance on the part of U.S. agricultural goods relative to 
its manufactured goods in world trade.

Japan's resource structure is seen to have changed from 
being abundant in semiskilled labor, highly-skilled labor, and 
physical capital in 1963 to being most abundant in physical 
capital in 1975 as a result OL a more than twofold increase in 
its share of the world capital, frora 7.09 percent to 14.74 
percent. Note that Japan's world share of semiskilled labor 
declined whereas its world share of highly-skilled labor 
increased along with that of physical capital. Given these 
changes, one would expect to observe a shift in Japan's trade 
structure over this time period toward those sectors whose 
production requires more capital and skilled labor relative to 
total labor.

France shows a slight increase in its world share of 
capital and relatively large declines in its world shares of 
semiskilled and unskilled libor. Thus, France's abundance of 
capital relative to these o.her resources has increased since 
the early 1960s.
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Surprisingly, Germany's world share of every resource 
declined, but it is seen that it is still nost abundant in 
capital, followed by skilled labor, semiskilled labor, arable 
land and unskilled labor.

In recent years a snail group of developing countries has 
contributed increasingly to world trade in manufactured goods 
and have begun to compete successfully with the major 
nations. These "Newly industrialized Countries" (NICs) are 
partially represented in Table V-3 by Mexico, Hong Kong and 
Korea, and it is of interest to examine whether these countries 
show similar resource structures.

Table V-3 indicates that the resource ordering of each of 
these countries changed over the 1963-197S period. Korea shows 
a dramatic increase In its share of world capital but still 
remains most abundant in semiskilled and unskilled labor. Hong 
Kong shows an increase in both its world share of capital and 
semiskilled labor whereas its share of unskilled labor 
declined. These changes have reversed Hong Kong's general 
labor abundance in 1963 to an abundance in seaiskilled labor, 
highly skilled labor and then capital in 1975. Mexico's 
endowment structure has changed similar to that of Hong Kong's 
in that it also increased its share of world capital and 
semiskilled labor whereas its share of unskilled labor 
declined. Note, however, that Mexico's share of skilled labor 
also increased. Thus, these countries all had increases in 
their world shares of capital and semiskilled labor and 
declines in their world shares of unskilled labor over this 
period. In general, these countries are seen to be 
characterized by an abundance ordering of semiskilled labor, 
highly skilled labor and then capital in 1975.

Other countries not shown here, but which had changes of 
particular interest are: Greece, which became increasingly 
capital abundant as the result of a large increase in its world 
share of capital in conjunction with a decline in its world 
shares of each of the three labor groups; the Philippines, 
whose world shares of capital, skilled labor and semiskilled 
labor increased sharply, while its share of unskilled labor 
declined; and Turkey, which had relatively large increases in 
both its world shares of both capital and skilled labor.

1.2.3. Bilateral Changes ir Resource Abundance

The changes in a country's ranking of world resource charts 
discussed above indicate the changes in its resource abidance 
relative to the rest of the world. An alternative way to 
examine the changes in resource structure among countries is to 
look at the ordering of resources bilaterally, that is, the 
ordering of a particular country's resources relative to that 
of another country. Table V-4 shows bilateral comparisons for 
the United States with selected countries.

V-9



C
on

pa
rl

yl
on

 o
f 

U
.S

. 
K

en
ou

ro
*-

* 
**

)a
ti

vr
 

lo
 S

el
ec

t*
**

 C
ou

nt
ri

es
 

In

C
oy

ni
rj

f 
X?

-*
£

V
SA

U
FA

H
 

It
*
) 

l«
7*

W
M

Ei
tK

O
 

1J
JJ

W
C

T
 -

As
y 

,«
,

U
S/

rO
R

FA
 

I*
*)

ys
/u

x 
M

*»

C5
/C

A
N

A
D

A
 

J1
«)

t
U

S
/M

A
S

It
 

li
t)

I'.
V

ffO
H

C 
KO

NC
 

S
««

)

S
fc

ll
U

d

5
.«

l 
1.

74
2,

27
 

».
05

)»
.!

»
 

17
.2

0 
71

. O
J 

12
.4

2

J:S
 

J;"
52

2.
54

 
^)

,"
.l

 
•I

. 5
7 

J5
,l

l

7
.4

t 
*.

02
 

«.
84

 
5.

l-
>

10
.9

6 
U

,*
0

 
*.

*4
 

|0
. 1

*

7.
4*

 
4,

21
 

t.
8
4
 

4.
4«

5
2
4
.1

) 
ll

«
.1

1
27

6.
58

 
M

8,
*«

""
"tS

ai
1"

1
1.

45
 

1.
54

8.
 ,4

2
«

.)
*

2.
**

 
J.

2
4

1
0

.4
4

2.
82 »:J
»

2,
82

*<
S2

<

Un
y
]J

J*
a

2,
00

 
0

.7
2

0.
2*

 
O

.I
)

4.
2*

 
2.

2V o.
m

0.
10

5

4.
2*

10
,0

0
t.w a'.

i?
I'M

*tJS
*

)0
.$

 
37

.5

7.
11

7
.4

t

21
.2

7
25

. a*
83

. I
S

24
.2

1
2*

. *
4

4. 
as

24
.2

8

27
44

0.
00

2*
25

0.
00

t£
>

W
O

TC
FI



480

The U.S. /Japan comparison for 1963 indicates that '.he 
United States was cost abundant in arable land relative to 
Japan followed by capital, skilled labor, unskilled labor and 
semiskilled labor. In 197$, the U.S. abundance in arable land 
relative to Japan increased* but Its relative abundance in 
capUcl declined sharply. Thus, it would be expected that the 
United States would tend to export land and skilled 
labor-intensive products in exchange for capital and 
Testiskilled labor intensive products. Further, this comparison 
suggests that the observed trade between Japan and the United 
States with regard to agricultural products is not without 
theoretical foundation.

The U.S. 'Korea comparison draratically indicates the 
relative decline in the capital abundance of the United 
States. This sa?e change has also occurred with respect to 
Mexico and Hong Kong.

In sunrary, on both a rest-of-world and bilateral basis, 
the data indicate that there have been substantial changes in 
the structure of resources internationally. The stost dramatic 
change hap been the relative decline in the previously dominant 
capita! abundance position of the United States. This decline 
is apparent whethe* resource abundance is assessed in terras of 
capital per worker or on tho basis of the ordering ol world 
resource shares, and ttiu?, resource abundance relative to that 
of the world. Thes<" changes in relative resource supplies 
across countries have had a significant influence on both the 
structure of U.S. and world trade. The next tecuon exanincs 
this point further.

' - ^ * Chjne«vs_i_n _th_p Cqrposi tion ̂ of Trade and Factor

To examine the relationship between the changes in relative- 
resource supplies of the United States and other countries and 
the changes in their trade structure, an analysis of the 
changes in each cojntr>'s exchange of factor? 1 services due to 
change? in the corposition of its trade was conducted.

The trade in corwodities raasks an underlying exchange of 
the factor services used in production. For exaaple, a country 
abundant in capital relative to labor will tend to export those 
goods which esbody to a greater extent the services of capital 
and ieport those goods which erbody to a greater extent the 
services of labor. This exchange of factor services through 
trade represents the aechaiiss by which a country can aug»<?nt 
its relatively scarce resources and leads to the proposition 
that the trade in corssodities and the direct trade in factor 
services (e.g., direct investment! are substitutes for each 
other. Given this, changes in a country's availability of 
resources can be expected to alter this implicit exchange of 
factor services. The two taechanisns for altering this exchange

V-10
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cf factor services over tine are changes in the composition of 
a country's trade and changes in the relative utilization of 
fictors in production.

Table V-5 shows the exchange of capital and skilled labor 
services relative to total labor services ir the manufacturing 
exports and imports of the United States and selected countries 
in five separate years spanning the period fron 1963 to 1975. 
The results for the United States indicate that the exposition 
of its manufacturing exports during the early 1960s shifted 
toward those sectors eif.p'oying to a greater extent the services 
of capital relative to labor. Ir> the years fro» 1969 to 1975, 
however, there is evidence of a reversal in this shift. The 
structure of U.S imports generally shifted toward those sectors 
which utilize less capital per worker in the I ft 60s. In tho 
1970s, however, there appears to have been a shift in the 
opposite direction indicating an Increasing absorption of 
capital relative to total labor services.

The composition of U.S. exports with respect to the 
services of skilled labor shifted so as to increase the exports 
of this factor's services and thus indicates a shift toward the 
more skill-intensive sectors. Note, however, that the 
composition of U.S. ieports also show a steady shift toward the 
wore skill-intensive sectors over the time period.

The cosposition of Japan's manufacturing exports is seen to 
have shifted steadily OVCT the 1963-1975 period toward a 
greater exchange of the services of capital relative to total 
labor. Japan's irsport structure, however, showed a declining 
absorption of capital services relative to total labor 
sevices. These saae trends arc evident for Japan's exchange of 
skilled labor. These findings are consistent with the 
previously found changes in the Japan's resource structure. 
Further, the findings are consistent with other studies of 
Japan (e.g.. Heller U976U which have found that the structure 
of its trade, and hence its comparative advantage, has shifted 
toward the more capital and skill-intensive sectors since the 
early 1960s,

Germany's export structure has generally shifted toward 
less capital per worker, although in 1975 the level rose almost 
to that in 1963. It Is uncertain whether this represents a 
reversal of a trend or merely a cyclical fluctuation. With 
respect to skilled labor, both the composition of Germany's 
exports and imports regained virtually unchanged over the 
1963-1975 period.

The composition of U.K. manufacturing exports shows a 
declining capital intensity whereas its import composition 
shows a declining absorption of capital relative to total labor 
services in the 1960s, but sotae reversal of this trend in the 
1970s. With respect to its exchange of skilled labor

v-11
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Table V-5

Factor Services Embodied in Manufacturing Exports and Imports 
of the United States and Selected Countries, 1903-1975

Capital relative 
to total labor 
services in*:

Courj^rv

United 
State?

Year

196$

Japan

197? 
1*»75

196? 
1966 
1969

Germany

1071

1963
1966
1069
1972
1975

United

1966
1969
1972
1975

0334.4
9687.1 
9C02.2 
9078.0 
9201.0

8992.3 
9131.4
9203.6 
9368.9 

10493.0

io35?.o
10361.8 
10297.8 
9983.3 

10326.5

9725.4 
9534.9 
9520. I 
9400.3 
9350.0

H828.2 
11536.6
10296.2 
9752. 6 

J0209.J

M 4<*0.2 
12894.1 
12111.0 
9851.2 
9723.3

11704.7 
1)060.9 
11563.? 
10031.2
9803.5

11583.9 
11592.7
11228.2 
10292.2 
10524.6

labor 
to total labor 
services in**:

Exports

11,
11.
12. 
12.
12.4

7.!

8!3

9.6 
9.6
9.5
9.6 
9.6

9.7
10.2 
)0.2
10.3
10.6

7.1 
8.1
8.1
8.2 
8.6

12.1
11.6
10.9
10.6
9.8

7.7 
?.? 
7.0 
7.7 
8.0

8.1 
8.9 
9.8 
9.3 
9.3

* in 1963 U.S. dollars.
**in percent.
Source: Bowcn (1980a).
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Table V-5 (con't)

Cguntjry 
France

Year

Canada

Italy

1963 
1966 
196? 
1972 
1975

1063

Greece

Israel

1972 
1*75

1963
1966
1969
1972
1975

1963
1966
1969
1972
1975

Capital relative 
to total labor 
services in:

Exports

11041.8
11060.8 
1080S.7 
10086.0 
10147.3

18911.9 
16974.8 
152J2.7 
14268.2 
14224.?

7679.3 
824*. 0 
7557.7 
758$. 5 
8338.6

9304.7 
12«33.6 
19335.6 
13685.4 
12892.4

8246.5 
9570.2
8036.1 
7247.6 
9365.7

12053.4 
11610.4 
10963.0
10907.8 
10691.1

9034.0 
9270.3
9092.2 
8005.1 
9095.3

12594.8 
12509.1 
12102. <» 
11786.1 
11472.7

10169.0 
9926.7 
8957.6 
9663.5 
9603.0

11881.2 
11515.1 
11389.3 
11263.4 
12417.4

Skilled labor 
to total labor 
services in:

Exports jnports

8.2
8.8 
9.0 
8.7 
9.1

9.4 
9.9
10.0
10.3
9.8

7.2 
7.2 
7.0 
7.0 
7.3

7.9 
5.9 
6.3 
5.8 
5.3

5.0 
6.4 
6.4
6.8
8.8

9.4 
9,4
9.2
9.3 
9.1

9.4
10.0
10.2
9.8 
9.8

10.0
9.7
10.3
10.0
10.2

9.3
9.8
10.2
10.0
9.2

9.6
10.3
10.4
10.0
10.3
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Table V-5 (con't)

Capital relative 
to total labor 
services in:

Country
lonq 
Kong

Year

1966
1969
1972
1975

4281.3
4293.7
3899.8
3729.2
3791.3

Irportg

10207.1
943*.4 
8889.) 
8554.4 
8752.9

Skilled labor 
to total labor 
services in:

I ra ports

5.5 
3.9 
4.3
4.5
4.6

6.9 
7.1 
7.5 
7.7 
8.0

Korea
1963 
196*

1972 
197$

11069.8
5452.3
4205.6
5189.5
5229.1

13375.9
12115.1
10095.4
10746.4
11123.1

3.8 
3.3 
3.S 
3.9 
4.5

10.1 
9.6 
9.8

10.2
11.0

Mexico

1966
1969
1972
1975

16721.9 
15205.7 
H027.7 
11674.0 
134*3.2

11286.8 
11516.0 
1071*.7 
10180.7 
12234.9

6.9 
7.7
8.8 
9.0 
8.8

10.ft 
10.9 
10.8 
11.0 
10.6

Philippines:
1963
1166
1969
1972
1975

61S4.2
6698.6
9021.2

12915".5

12208.4
12546.7
12087,3
12304.9
11887.0

2.2 
2.4
3.3 
3.8 
4.6

9.7 
9.5
10.0
10.6
10.8
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services, the composition of U.K. manufacturing exports shows 
an increasing skill intensity as does its ireport composition.

Looking at Mexico, Korea and Hong Kong anong the NICs, only 
Korea and Mexico show any shift in export composition toward a 
greater exchange of capital relative to total labor services. 
However, these countries all show large increases in their 
exchange of skilled labor services, due to shifts In the 
composition of their exports.

The export composition of the Philippines is seen to have 
shifted increasingly toward a greater exchange of the services 
of both capital and skilled labor relative to total labor. 
Greece's export structure shifted during the 1960s toward a 
greater exchange of capital services, whereas its import 
structure shifted toward a reduced absorption of capital 
services. Greece's export of skilled labor services declined, 
whereas its absorption through imports of the services of 
skilled laoor increased.

These results indicctc that changes in the composition of 
trade across countries are significantly inf1'enced by the 
changes in resource endowments.?./ Given that *.hc changes in 
the composition of a country's trade flows are significantly 
associated with the changes in its resource structure relative 
to the rest of the world, it is of interest to examine in isore 
detail the changes in the U.S. exchange of capital, skilled 
labor, and total labor services as the result of changes in the 
composition of its trade. To do so, the capital and skilled 
labor content of U.S. trade were computed 01. an annual basis 
over the period froa )961 to 1977.

Figure V-l shows the movements m the exchange of capital 
relative to total labor services embodied in both U.S. 
manufacturing exports and imports over the sixteen year 
period. This indicates that since the mid-1960s, there has 
been a slight trend decline in the the export of capital 
relative to total Tlabor services and thus a gradual shift in 
the composition of U.S. manufacturing exports toward the less 
capital-intensive commodities. The structure of U.S.

£/Xn the detailed analysis conducted by Bowcn (1980a), 
the changes in resource structure across the tnirty-four 
countries shown in Table V-l and the changes in their 
exchange of factor senvces due to changes in the composition 
of their trade were analysed using formal statistical 
methods. The. results of that analysis confirmed that the 
changes in the composition of a country's trade and thereby 
its exchange of factor GC; <••*•* over the fifteen-year period 
studied were significantly associated with changes in 
resource structure.
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manufacturing 1 reports shows a dramatic shift toward less 
capital per worker during the 1960s and on into the early 
1970s. However, from 1973 to 1977 there was an abrupt halt in 
this decline.

As an indication of the relative exchange of capital per 
worker in U.S. trade. Figure V-2 shows the movements in the 
ratio of capital per worker in manufacturing exports relative 
to the ratio of capital per worker in imports. This indicates 
that in the late 1960s there was a rapid shift in the 
composition of U.S. trade toward a greater exchange of capital 
relative to total labor services, but that in the 1970s there 
was a shift in the opposite direction. This indication of a 
shift in U.S. export structure toward less capital per worker 
is consistent with the preceding findings of the changing 
resource structure of the United States and other countries.

The above findings indicate that the structure of U.S. 
trado in manufactured goods since the late 1960s has been 
significantly influenced in the capital-intensive sectors and 
that the composition of U.S. manufacturing trade has shifted 
such that its relative exchange of capital services with the 
rest of the world has declined. This is consistent with the 
previously found decline in the capital abundance position of 
the United States relative to the rest of the world.

To examine further the changes in the composition of U.S. 
trade and its exchange of factor services, the changes in the 
composition of U.S. trade in manufactured goods going to the 
developed and developing countries are shown in Figure V-3. It 
is seen that there has been a definite shift in the composition 
of U.S. exports toward less capital per worker to these two 
regional groupings. The indicated shift in the composition of 
U.S. exports to the developing countries away froa an exchange 
of the services of capital relative to total labor begins in 
the early 1960s with the biggest shift occurring over the 1964 
to 1968 period. The shift toward less capital per worker to 
the developing countries does not appear until the late 1960s.

The changes in the composition of U.S. exports to these two 
country groups indicate that the developed countries have 
continually absorb£d less capital services froa the United 
States, which is consistent with their acre rapid accumulation 
of capital relative to the United States. The shift in the 
composition of U.S. exports to the developing countries could 
reflect not only a reduced absorption of capital relative to 
labor services as a result of their increased capital 
availability, but also the increasing competition to the United 
States in these narkets as other developed countries continue 
to accumulate capital relative to the United states and compete 
for the sale of capital-intensive commodities.

V-13
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Overall, these results indicate a generally declining trend 
in the relative exchange of capital cervices by the United 
States to the rest of the world as a result of changes in the 
composition of its trade. For the most part, the overall 
decline in the exchange of capital services by the United 
States can be identified as beginning in the late 1960s and 
early 1970s after a period of rapid changes in the composition 
of its trade. Thus, the results indicate that the structure of 
U.S. trade has been shifting toward the less capital-intensive 
sectors which is consistent with the decline in its capital 
abundance relative to the rest of the world.

The preceding discussion has focused on the changes in the 
U.S. exchange of capital services. The changes in the U.S. 
exchange of skilled labor services are examined rext.

Figure V-4 shows the changes in the exchange of skilled 
labor relative to total labor services as the result of changes 
in the coaposition of U.S. manufacturing exports and imports. 
Note first that U.S. exports are characterized by a 
significantly higher level of skilled labor services than are 
its imports. The trends over the 1961-1970 period indicate 
that the corposition of U.S. exports shifted toviard the nore 
skill-intensive sectors but that in the 1970s there was a 
reversal in this trend. The composition o£ U.S. imports 
shifted to a higher level of the exchange of skilled labor 
services in the 1964-1967 period and shows a moderately 
increasing trend thereafter.

Figure V-5 shows the relative exchange of skilled labor 
relative to total labor services in U.S. trad* as measured by 
the export to import ratio. This indicates that the relative 
exchange of skilled labor services tended to regain, on 
average, stable in the 1961-1977 period despite cons.derable 
fluctuation. It is to be noted, however, that since 
approximately 19?1 there has been a continual decline. Since 
numerous studies have found skilled labor to be a significant 
determinant of U.S. corparative advantage, this trend is 
disturbing. I/

Figure v-6 shows the changes in the export content of 
skilled labor relative to total labor services going to the 
developed and developing countries. It is seen that the 
composition of U.S. manufacturing exports to the developing 
countries has shifted continually froa the early 1960s toward a

2/Thcso aovcrenta are similar to those for capital services 
and could reflect a cosplesentarity between these two inputs 
in production, possibly related to the 'technology factor". 
See *he background paper by Aho and Rosen (1980) for an 
analysis of U.S trade in this regard.
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greater exchange of skilled labor. In contrast, the 
composition of U.S. exports to the developed countries, 
although shifting rapidly toward a greater exchange of skilled 
labor In the 1960s, snows a decidely lownward trend in the 
1970s. This indicates that the composition of U.S. exports to 
these countries has shifted away from the skilled labor 
intensive sectors.

The above results indicate that, coincident with an 
observed decline in the capital abundance of the United States 
relative to the rest of the world, the composition of U.S. 
trade in manufactured goods has shifted toward a reduced 
exchange of capital cervices, particularly in the 1970s.I/ 
This overall decline was also found with respect to the 
changing composition of U.S. exports to both the developed and 
developing countries. Therefore, the results suggest that the 
changes in the conposition of U.S. trade, and the growing 
competition to the United States from other developed countries 
in nany of the commodities representing U.S. comparative 
advantage are attributable, in part* to the changes In the 
capital abundance position of the United States relative to the 
rest of the world.

Kith respect to the exchange of skilled labor services by 
the United States, the results indicate that the composition of 
U.S. trade to the world has remained, on average, relatively 
stable. Although the exchange of skilled labor services has 
remained, on average, unchanged, there have been considerable 
fluctuations and the composition of U.S. trade was found to 
have shifted toward a reduced exchange of skilled labor since 
the early 1970s. Further, the results indicate that the 
conposition of U.S. exports to the developed countries has 
shifted away from the skill-intensive sectors since the early 
1970s while the composition of U.S. exports to the developing 
countries shifted continually toward a greater exchange of 
skilled labor over the 1961-1977 period.

Overall, the results suggest that the accumulation of 
capital and skilled labor in the developed countries has 
contributed to a decline in the absorption of these factors 
fron the United States and that, coincident with their 
increased capital availability, these countries have expanded 
their ability to compete in those sectors representing 
traditional teanufacturlng exports of the United States. The

£/Xn the sore detailed analysis in Bowen (198Qa), the changes 
in the trade of each factor's service were also analyzed 
individually. The decline in the U.S. exchange of capital 
services was evident whether the changes in the exchange of 
capital services we-e measured relative to total labor or In 
Isolation.
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results further suggest that the accumulation of capital in the 
developing countries has reduced their absorption of capital 
services from the United States, but that they continue to 
absorb increasing amounts of skilled labor. It should be 
evident that the changes in the international distribution of 
resource endowments have exerted a powerful influence on the 
structure of U.S. and world trade.

The preceding analysis of factor services embodied in trade 
strongly suggests that tfce increased competition to U.S. 
producers in world markets is in large part the result of 
changes in the relative resource structure of the United States 
compared to the rest of the world. As a further assessment of 
the impact of ch nging resources on U.S. trade, a formal 
statistical ana sis of the resource determinants of U.S. 
comparative adv .tage between 1963 and 1975 was conducted. The 
details of this analysis are reported in Boven (1980a). Below 
is a summary of the findings of that research.

1.4. The_Reso_ur_ce_petermi_na_nts_Qf United States Comparative Advantage "" "~~"

A number of studies of U.S. trade structure have found that 
skilled labor and capital are important determinants of its 
comparative advantage.2/ The background study by Bowen 
{1980s) examined the resource determinants of U.S. comparative 
advantage in a cross-country framework over the period from 
1963 to 1975. The results indicated that, consistent with the 
findings of past research, skilled labor remains an important 
determinant of U.S. comparative advantage. However, the 
results further indicated that semiskilled labor, as opposed to 
unskilled labor, is more important in determining trade 
performance In those commodities representing U.S. comparative 
disadvantage.

Given that trade performance in commodities representing 
U.S. comparative advantage is determined by an availability of 
capital and skilled labor relative to semiskilled labor, what 
matters for the changes in trade performance among countries in 
those goods is tSeh tfie rate at which these resources are 
accumulated across countries. In this regard, the results 
indicated that rapid rates of capital accumulation, in 
conjunction with an abundance of skilled labor relative to 
semi-skilled labor, would tend to convey a comparative 
advantage, and a growing trade, in those goods representing 
U.S. comparative advantage. Conversely, the results indicated 
that rapid rates of capital accumulation, ii. conjunction with

I/A thorough review of this literature is presented in the 
background paper by Aho and Bowen (I960).
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an abundance of semiskilled labor relative to skilled labor 
would impact favorably on a country's ability to supply those 
goods representing U.S. comparative disadvantage.

Given these findings, recall that Japan became increasingly 
abundant in capital and skilled labor relative to semiskilled 
labor aetween 1963 and 1975. Hence, it would be expected that 
Japan's trade structure would shift toward those commodities 
representing traditionally strong exports for the United 
States. Further, recall that the resource structure of the 
NICs showed an abundcnce in semiskilled labor relative to 
skilled labor and that they showed relatively large increases 
in their shares of world capital. Therefore, it would be 
expected that they would increase their production and exports 
of those goods in which the United Stated is at a comparative 
disadvantage.

Overall, these results, in conjunction with the observed 
changes in relative resource supplies across countries, 
indicate changes in the structure of trade that are consistent 
with observed changes in the pattern of world trade in the 
1970s and indicate that changes in the international 
distribution of resources provide a significant explanation of 
the changing structure of U.S. trade and the growing 
international competition to the United States in the 1970s.

In summary, the results indicate that the rapid capital 
accumulation by other countries relative to the United states, 
in conjunction with the growth in skilled labor relative to 
semiskilled labor, has enabled then to compete successfully in 
the markets for those goods representing U.S. comparative 
advantage. Further, the results indicate a growing importance 
in the availability of capita), semiskilled and unskilled labor 
in determining trade performance in the commodities 
representing U.S. comparative disadvantage.

1.5. Concluding Remarks

This section has investigated the changing patterns of 
resource abundance and the relationship between these changes 
and the changes in the composition of trade in manufactured 
goods over the period from 1963 to 1975. A central purpose of 
this analysis was to examine the changes in the resource 
structure of the United States relative to the rest of the 
world and to assess how these changes have impacted on the 
structure of U.S. trade.

The results indicate that the changes in the structure of 
factor abundance of the United States relative to the rest of 
the world provide a significant explanation of the changes in 
the structure of its trade. In particular, the relatively more 
rapid growth of physical capital and, to a lesser degree,
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labor by the developed countries has enabled them to 
become increasingly competitive in those commodities 
representing U.S. comparative advantage.

The results further indicate that the increasing 
accumulation of physical capital and semiskilled labor by the 
developing countries has enhanced their ability to compete in 
those commodities in which the United States has a comparative 
disadvantage. Therefore, the results suggest that both U.S. 
export and import-competing industries will face increasing 
competition in the 1980s. The likely consequence of this 
increased competition in world markets will be to narrow the 
range of products representing U.S. comparative advantage.

2. THE ROLfi OF TECHNOLOGY AS A DETERMINANT OF CHANGING TRADE 
PATTERNS

Trie preceding section stresf.ed the role of changes in the 
availability of capital, skilled labor and other resources as 
an important factor affecting long-run U.S. competitiveness. 
This section focuses on the role and contribution of technology 
in determining U.S. competitiveness.!.^

Serious questions have recently been raised concerning the 
U.S. position in technological innovation. While some data 
suggest that the United States is declining relative to other 
industrial countries in its performance of technological 
innovation* other data show a restructuring of U.S. investment 
in technology. Although it may not be possible to assess 
overall U.S. performance in technological innovation, some new 
trends in the traditional indicators of research effort can be 
detected.

Since it is difficult to measure the national wealth of 
"know-how", several proxies are normally used to assess changes 
in the level in U.S. technological innovation. These proxies 
include: national expenditures on research and development 
(RID) as a percentage of gross national product, the number of 
scientists and engineers per 10,000 workers in the labor force.

l£/TMs section serves as a brief review of U.S. performance 
in research and development efforts. For a more detailed 
discussion see the various works done by the National 
Science Foundation and the recent summary by Mogee (1980J,
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and the U.S. patent balance with several countries.!!/
In recent years there has been a relative decline in the 

size of U.S. research efforts. In 2978 the United states spent 
approximately $47.3 billion on research and development (RiD) 
which represents approximately 50 percent of total OECD 
expenditures on research and development.ll/ However, in 
1970 the United States accounted for 59 percent of the OECD 
total.

Table V-6 presents total RtD expenditures for five OECD 
countries AS a percentage of their gross national product 
(CNP). Prior to 1975, the United States had the highest ratio 
of RiD to GNP among the five "technology-rich" OECD 
countries. 12/ In 1975, West Germany surpassed the United 
States in RtD expenditures as a percentage of GNP. Although a 
slowdown in the decline of U.S. RID expenditures in 1976 and 
1977 helped the United States recover its lead, more recent 
data suggest that West Germany has once again surpassed the 
United States in terms of RtD as a percentage of GNP. In 1976, 
RtD expenditures as a share of GNP for Germany and the United 
States were 2.28 and 2.25 percent, respectively.IV

Although U.S. research effort is still larger than in most 
other countries, the important development in recent years has 
been the large increase in the research effort by its 
competitors. Gerteany set the pace among the five countries 
with an 80 percent growth in RtD expenditures us a percentage 
of GNP since 1961. Japan was second with a 40 percent growth 
while France's performance in RtD expenditures as a percentage 
of GNP remained constant over time. In both the United states 
and the United Kingdom, RtD expenditures as a percentage of GNP 
declined continuously over time.

li/The data on these measures are presented with the 
understanding that each has severe limitations as an 
indicator of technological innovation. The background paper 
by Aho and Rosen (1980) contains a discussion of some of the 
limitations. See Kogee (1980) and Boretsky (1975) for a 
nore complete discussion of the limitations of the proxies.

11/Orgsnization for Economic Cooperation and Development 
(1979).

12/In 1975, these five countries accounted for 87 percent of 
OECD expenditures on research and development.

il/National Science Foundation (1979).

V-19



499

Table V-6

RtD Expenditures as a Percentage of Gross National Product
1964 - 1977

Country 1974 1968 1972 1975 1977

Prance 1.81 2.08 1.86 1.82
Germany 1.57 J.97 2.33 2.39
Japan 1.48 1.6) 1.85 1.94
United Kingdom 2.30 2.29 2.06 2.05
United States 2.97 2.83 2.43 2.30

*1978

Source: National Science Board, Science Indicators 1978, 
Washington, D.C. 1979. Table 1-1.

Table v-7

Scientists and Engineers per 10,000 in the Labor Force
1965 - 1977

Country

France
Germany
Japan
United Kingdom
United States

1065

64.1

1968 1972 1975

*1976

1977

26.4
25.9
31.1
17.2
66.9

28.1
35.7
38.1
27.8
58.3

29.3
39.4
47.9
30.6
56.4

29.9*
40.5
49.9

NA
57.4

Source: National Science Board, -cience lndicatQrs_197_8_» 
Washington, D.C, 1979. Table 1-3.
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Another proxy used to measure national involvement in 
science and technology is the number of scientists and 
engineers per 10,000 workers in the labor force (See Table 
V-7). These data confine the trends suggested by the data on 
RtD as a percentage of GNP. Here, however, the United States 
is the only country among those presented which experienced a 
decline in the proportion of scientists and engineers in the 
labor force.

Although the United States still has a larger number of 
scientists and engineers per 10,000 in the labor force than any 
other OECD member country, the proportion of scientists and 
engineers for other countries has increased markedly. Since 
1965, Germany and Japan both had significant growth in the 
number of scientists and engineers. Germany's proportion of 
scientists and engineers per 10,000 people in the labor force 
increased from 23 to 41 between 1965 and 1977. Japan's 
proportion showed the largest increase, from 25 to 50 between 
1965 and 1977. France and the United Kingdom also increased 
their proportions of scientists and engineers, but at a slower 
rate.

The final proxy for measuring national research effort ir 
the patent balance. Patent data reflect the number of 
inventions in a country. Table V-8 gives the U.S. patent 
balance with selected countries for 1966 to 1975. The number 
of patents granted to the United States declined after reaching 
its peak in 1969, while patents granted by the United States to 
foreign firms increased over the entire period. The United 
States currently has negative patent balances with two 
countries, Germany and Japan. Kith the exception of 1968, the 
United States has had a negative patent balance with Germany 
every year since 1966. The negative U.S. patent balance with 
Japan is only a recent development, beginning in 1974. Thus, 
these patent data comparisons are consistent with the 
comparisons of RtD expenditures and scientists and engineers in 
the work force.

Although these data are by no means conclusive evidence 
that the United States has lost its historical advantage in 
technological know-how throughout the world, they are 
consistent in showing that there has been little or no growth 
in the U.S. research and development effort. On the other 
hand, there has been considerable growth in these performance 
indicators in both Germany and Japan. Thus, there has been a 
relative decline in U.S. RtD performance compared to other 
•ajor countries. At the sane time, however, there are 
indications that a restructuring of the U.S. research effort 
has been occurring in recent years.

Table v-9 presents the average annual growth rates for 
national RID expenditures by source. Total U.S. RID 
expenditures in real terms grew steadily throughout the 1960s,
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Table V-8

U.S. Patent Balance with Selected Countries 
1966 - 1975

Country 1966 1_969 1Q72 197S

Total:
Balance 36,066 35,865 30,520 19,197 
Granted to U.S. 45,633 47.825 47,359 37,482 
Granted by U.S. 9,567 11.940 16,839 18,285

Canada:
Balance 15,676 18,153 16,045 10,891 
Granted to U.S. 16,614 19,147 17,289 12,220 
Granted by U.S. 938 994 1,244 1,329

West Germany:
Balance -248 -40 -1,153 -2,929 
Granted to U.S. 3,733 4,483 4.575 3,140 
Granted by U.S. 3,981 4.523 5,728 6,069

Japan:
Balance 3,561 2,505 794 -1,421 
Granted to U.S. 4.683 4,657 5,948 4,918 
Granted by U.S. 1,122 2,152 5,154 6,339

United Kingdom:
Balance 11,440 9,503 9,837 8,436 
Granted to U.S. 14,117 12,678 13,001 31,497 
Granted by U.S. 2,677 3,175 3,164 3,061

Other EEC Countries:
Balance 5,700 5,840 5,093 4,372 
Granted to U.S. 6,483 6,777 6,287 5,455 
Granted by U.S. 783 937 1,194 1,083

Source: U.S. national Science Board, Science Indicators 1976, 
Washington, D.C. 1977. Table T^Ts
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peaked in 1968, and then declined throughout much of the 
1970s. Preliminary data for the late 1970s suggest that the 
United States Bay have recently regained its pre-1968 growth in 
RiD expenditures.

Table V-9

Average Annual Growth Rates for
National RiD Expenditures by Source

(in real terns)

1961-70 1970-74 1975-79 1961-79

Total 3.6 -0.1 2.4 2.4
Federal 2.1 -2.6 1.9 1.0
Industry S.8 2.9 2.9 4.4
University 8.7 3.7 3.2 6.0

Source: Prepared by ILAB/OFER with data from U.S. National 
Science Board, Sejenge Indicatorsi918, Washington, 
D.C., 1979. Appendix Table 2-3.

Federally supported RiD programs have historically played 
an important role in overall R&D expenditures in the the United 
States. Federal expenditures accounted for 65 percent of all 
RiD expenditures in 1960. However, over the last two decades 
the share of Federal expenditures has dropped continually, 
falling to 50 percent in 1979. Because of its relatively large 
share, changes in Federally supported RiD programs have greatly 
affected the growth of overall RID expendi .ures.il/

Federal RiD expenditures grew rapidly during the 1960s fron 
$12.7 million in 2960 to $18.2 million in 1967, reflecting 
numerous government sponsored RiD programs in national defense 
and space exploration. Severe cutbacks in the space program 
caused Federal RiD expenditures to decline throughout the 
1970s. Federal RiO expenditures have begun to grow once again, 
but still have not reached their 1967 level. This decline in 
Federal RiD expenditures contrasts with private industry RiD 
expenditures, which have grown steadily since I960. The growth

15/HcCulloch (19V8J notes that the declining fraction of U.S. 
GNP devoted to RiD may actually be attributable to a reduced 
rate of growth of federal support, particularly in the 
categories of defense and space over the last several years.
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during the 1970s, however, has been less than the growth in the 
1960s. This difference in the growth of Federal and private 
industry supported RtD expenditures hac been responsible for 
the noticable shift in the distribution of RtD expenditures 
since 1960.21/

In a recent review of U.S. research and development 
performance, HcCulloch (1978) argued that whereas the emphasis 
of the United States has been on national defense and space 
exploration, the emphasis of RtD spending by other nations has 
been oriented specifically toward the development of marketable 
products. 12/ Table v-10 confirms that while this seems to

Table V-10

Federal RtD Obligations by Function 
(in millions of current dollars)

Function 1969 1971 1974 1976 1979 

Total Obligated 15,641 15,545 17,415 12,724 27,972

National Defense 6,356 8,110 9,016 10,430 13,833 
share of total (.53) (.52) (.52) (.SO) (.49)

Space Exploration 3,732 2,893 2,478 2,863 3,383 
share of total (.24) (.19) (.14) (.14) (.12)

All Civilian RID 3,554 4,542 5,920 7,430 10,756 
share of total (.23) (.29) (.34) (.36) (.38)

Source: U.S. National Science Board, Science Indicators 1978, 
Washington, D.C. 1979. Appendix Table 2-16

li/Federal and private industry RtD expenditures coeprised 65 
and 33 percent of total RtD expenditures respectively in 
1960. Estimates for 1979 show that the share of Federal and 
private industry RSD expenditures in total RtD expenditures 
were almost equal.

12/There has also been a noticable change in the functional 
distribution of Federal RtD obligations in recent years. In 
1969, 53 percent of Federal RtD was obligated to national 
defense programs. This contrast* with 24 percent for space 
exploration and 23 percent for all other civilian RtD 
functions. The curtailment of the space program in the 
late 1960s and early 1970s caused a shift in the 
distribution of Federal RtD obligations. By 1979, 49 
percent of Federal RtD funds were earmarked for national 
defense while space programs fell to 12 percent and other 
civilian RtD programs grew to 38 percent of total Federal 
RtD obligations.
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have been the case in the late 1960s and early 1970s, there has 
been a shift of U.S. enphasis in RtD expenditures in recent 
years. Although the United States still commits a large 
proportion of Federal RtD to national defense, the government has 
increased its share of RtD expenditures in civilian RtD prograns 
within the last decade.

The trends in national RtD expenditures between 1969-1979 
appear to be more heavily pronounced in industrial RtD 
expenditures. Industrial RtD expenditures include those 
expenditures for the purpose of generating new and improved 
products and processes for commercial markets.

Table V-ll presents the annual average growth rates of 
industrial HtD expenditures by source. Federal industrial RtD 
expenditures in real terms grew slightly throughout the 1960s, 
declined sharply in the early 1970s, and have just started to 
recover and grow in constant terms once again. Private industrial 
RtD expenditures grew in constant terms throughout the entire

Table V-ll

Average Annual Growth Rates for
Industrial RtD Expenditures by Source

(in real terms)

1961-70 1970-74 1975-79 1961-79

Total 2.6 -0.1 2.9 2.1
Federal -0.6 -4.5 1.2 -1.0
Industry S.9 2.9 3.8 4.6

Source: Prepared by ILAB/OFER with data from U.S. National 
Science Board, Science Indicators 1978, Washington, 
D.C., 1979. Appendix Table 4-1.

period. Although Industrial RtD expenditures grew more slowly 
in the later years, their growth was still above the average 
annual growth rate for Federally supported industrial RtD 
expenditures.

Similar to the changes in total national RtD expenditures, 
there has also been a shift froa government to private 
dominance in industrial RtD expenditures. In 1960, government 
support accounted for 58 percent of all industrial RtD while 
the private share was 42 percent. In 1968, private industrial 
RtD expenditures surpassed Federal industrial RtD 
expenditures. By 1979, privately supported industrial RtD 
comprised two-thirds of all industrial RtD expenditures.
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In *un, two distinctive trends have emerged in U.S. R&D 
performance. First, there is evidence of a relative decline in 
the growth of RtD expenditures in the United States during most 
of the 1970s compared to other OECD countries. The data on 
scientific personnel and patent activity also suggest that 
there has been a relative decline. Second, there has been a 
restructuring of R&D expenditures avay front Federal funding 
towards private funding.

With regard to the first trend, there has also been a 
decline in U.S. R&D effort relative to past efforts; R&D 
expenditures as a percentage of GNP in the United States have 
declined continually since the early 1960s. The United states 
only recently returned to its pre-1968 level of RtD 
expenditures. Recent data suggest that this recovery can be 
attributed to a rapid growth in private industry R&D 
expenditures.

The second significant trend noted has been caused, in part, 
by the decline in Federally supported R&D prograns. It is 
clear that the role of private industry as a major supporter of 
RtD in the United States has grown. In terns of industrial 
RtD, private industry currently outspends Federally supported 
programs two to one. In terns of total RtD expenditures, the 
private industry share has also grown to almost equal the share 
of Federally supported RID programs. Nonetheless private 
industry R&D as a share of GNP is still smaller than 
overseas.

On the basis of the data examined, it is difficult to assess 
the overt" 1 U.S. position in research and development. The 
relative Decline in U.S. RtD performance compared to other 
countries may be offset by the recent restructuring of RtD 
activity in the United states. In addition, the relative 
decline may also be overshadowed by the fact that the United 
States still accounts for most of the OECD expenditures on 
research and development. Only the passage of time will be 
able to resolve the question, but if technological effort can 
have a payoff by lowering costs or introducing new products, 
then the relative decline may mean increased competition for 
U.S. firms.

I£/For civilian RtD expenditures as a percentage of CUP, the 
United States with 1.39 percent Is behind Germany (2.09 
percent), Japan (1.91 percent), France (1.42 percent) and 
the United Kingdom (l.SO percent). Similar to their overall 
R&D efforts, again Japan*s and Germany's percentages 
increased throughout the 1970's while the United States 
percentage declined (1.52 percent to 1.39 percent) See NSF 
Science Indicators, 1978, Appendix Table A-4.

V-26



506

3. PRODUCTIVITY AND U.S. COMPETITIVENESS

3.1. Introduction

Productivity Is defined as output per unit of some input. 
The usual input in productivity measures is labor, although 
other productivity measures could also be obtained based on 
other inputs, or groups of inputs taken together. In this 
section, the tern productivity will refer to productivity of 
labor.

Increases in labor productivity generally indicate that 
more capital per worker is used in production, that 
technological improvements have caused an increase in the 
output derived from given amounts of capital and labor inputs, 
or that the quality or quantity of some other factor input has 
increased. The major factors contributing to labor 
productivity increases in manufacturing industries are 
increased capital per worker and improved technology. Thus, 
rates of net investment in capital and the developaent of 
technology are important determinants of the growth rate of 
productivity.

Changes in productivity are an important determinant of 
international competitiveness, but other factors are also 
important. For example, costs of labor and other factors of 
production, and costs of intermediate inputs and raw materials 
all influence the international competitiveness of U.S. 
producers.

This section analyzes the role of changes in productivity 
at home and abroad in determining U.S. trade flows. Data on 
productivity changes of individual U.S. industries and 
international comparisons of productivity changes, changes in 
unit labor costs and changes in manufacturing trade balances 
for the United States and six major trading partners are 
provided. Following these comparisons, the effects of 
productivity changes en U.S. competitiveness as measured by 
U.S. export shares are shown. Finally, an attempt is made to 
determine the contributions of investment in capital and 
technology to productivity growth, where investment in 
technology is measured as research and developaent expenditures

3.2. The Role of >roductivt ty in Determining International

The rate of growth of productivity of a domestic industry 
compared to growth rates of productivity of foreign 
coapetititorc is an important determinant of the international 
competitiveness of an industry. For a given increase in
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nominal wages, increases in productivity will tend to lower an 
industry*! output price. Therefore, those industries with more 
rapid growth in productivity will tend to experience price 
declines relative to other domestic industries. Further, a 
high rate of productivity growth in domestic industries 
compared to foreign industries will tend to increase the price 
competitiveness of domestic industries relative to their 
counterparts abroad. One should note, however, that the 
competitiveness of any one industry will also be influenced by 
the growth of productivity in other industries both at home and 
abroad. This is true because changes in competitiveness of one 
industry or sector will tend to affect the exchange rate. For 
example, a tendency toward surplus in one sector would tend to 
cause the exchange rate to appreciate and thereby reduce the 
international competitiveness of all other sectors of the 
economy.

Table V-12 shows productivity growth rates for various 
sectors of the U.S. economy. Data in this table show that the 
average annual growth rates of productivity vary considerably 
from one sector to another. One sector which appears to have 
had good productivity growth is agriculture, with an average 
annual growth rate of 5.82 percent from 1959 to 1976. In 
contrast, the average annual growth rate of productivity in 
overall manufacturing was only 2.86 percent over this same 
period. One would expect, therefore, the competitiveness of 
agricultural products to have increased relative i, those of 
manufacturing. *

Changes in productivity do not provide a complete 
explanation of changes in competitiveness between various 
trading partners. Although differences in productivity growth 
rates do not provide the sole explanation of changes in 
competitiveness, they do play an important role. Therefore, in 
what follows some international comparisons of labor 
productivity growth rates and trade balances are made for 
manufacturing sectors of the United States and vjjor trading 
partners.

3.3. Some International Comparisons of productivity Growth

Figure V-7 shows changes in labor productivity in 
manufacturing industries for the United states and six major 
trading partners (Canada. France. Germany, Italy, Japan and the 
United Kingdom). Figure V-8 shows changes in unit labor 
costs. Unit labor costs incorporate both changes in labor 
productivity and changes In labor costs and are therefore more 
closely associated with competitiveness (price) than changes in 
labor productivity alune. Unfortunately, good data are not 
available for levels of unit labor costs or labor productivity 
and thus no direct comparisons of levels of labor productivity 
or unit labor costs are possible. Therefore, all comparisons
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	Table V-12

	Productivity Growth Rates in the United States 

	Industry 1958-76 1959-73

1 Dairy t poultry 7.0 6.9
2 Heat £ livestock 5.3 5.1
3 Cotton 7.3 7.4
4 Food f, feed grains 5.8 7.2
5 Other agricult. prod. 5.3 5.5
6 Forestry t fishery -2.7 -3.1
7 Agricultural forestry

	and fish services -0.4 -0.2
8 Iron ferroalloy ore mining 3.4 4.8
9 Copper ore mining 0.3 1.6

10 Other non-ferrous ore mining 0.8 2.3
11 Coal mining 2.1 2.9
12 Crude petroleum & nat. gas 3.4 5.3
13 Stone & Clay nining 2.) 3.0
14 Chemical & fertilizer nining 4.7 4.7
15 New residential construction 1.0 1.4
16 New nonresidential construction -0.8 -0.2
17 New public utility construction 0.4 1.1
18 New highway construction 0.1 0.7
19 All other new construction 0.8 1.3
20 Oil & gas drilling & explor. -2.0 -1.6
21 Maintenance £ repair construction -0.2 0.5
22 Ordinance 3.2 3.2
23 Complete guided missiles -0.2 1.7
24 Meat products 2.1 2.1
25 Dairy products 4.4 3.8
26 Canned & frozen foods 3.1 3.3
27 Grain nill products 3.1 3.2
28 Bakery products 3.5 4.1
29 Sugar 3.0 3.5
30 Confectionery products 3.2 2.9
31 Alcoholic beverages 5.7 5.6
32 Soft drinks & flavorings 4.2 4.2
31 Miscellaneous food products 2.0 2.7
34 'Tobacco Manufactures 2.5 2.2
35 Fabric, yarn I threadmills 3.1 2.9
36 Floor coverings 5.9 6.9
37 Miscellaneous textile goods 2.6 3.7
38 Hosiery & knot goods 5.8 6.7
39 Apparel 2.9 2.6
40 Misc. fabricated textile prod. 4.0 4.8
41 Logging 4.4 4.2
42 Sawmills 2.4 2.7
43 Millvork, plywood t other wood 3.0 3.0
4.) Wooden containers 2.5 1.4
45 Household furniture 1.2 1.4
46 Other furniture & fixtures 3.2 3.8
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	Industry 1958-76 1959-73

47 Paper products 3.5 3.4
4B paperboard 3.0 2.8
49 Newspaper printing & pub. 1.6 2.0
50 Periodical t book print & pub. 2.9 3.0
51 Misc. printing t pub. 3.0 3.3
52 Industrial inorganic t organic chem. 5.2 5.0
53 Agricultural Chemicals 4.3 4.4
54 Misc. chemical prod. 2.5 2.5
55 Plastic mat. t synthetic rubber 8.0 7.S
56 Synthetic fibers 6.1 5.3
57 Drugs 5.2 5.2
56 Cleaning & toilet prep. 3.8 3.7
59 Paint & allied prod. 2.7 2.4
60 Petroleum refining & related prod. 4.9 5.2
61 Tires & inner tubes 3.5 3.8
62 Misc. rubber prod. 2.8 3.5
63 Plastic prod. 4.2 4.0
64 Leather tanning & ind. leather 2.6 2.5
65 Footwear & other leather prod. 1.6 1.5
66 Glass 2.8 2.8
67 Cement l concrete 2.1 2.2
68 Structural clay prod. 3.4 2.6
69 Pottery & related prod. 2.4 2.4
70 Misc. stone & clay prod. 1.8 1.4
71 Blast furnaces & basic steel prod. 2.2 2.3
72 Iron t steel foundries & forgings 2.2 2.0
73 Primary copper fc copper prod. 1.8 1.9
74 Primary aluminum t alum. prod. 3.7 3.7
75 Other primary iron ferrous met. 1.9 2.3
76 Metal containers 2.8 2.6
77 Beating apparatus t plumb, fixt. 2.8 2.9
,'S Fabricated structural metal 1.1 1.8
79 Screw machine prod. 0.0 0.0
80 Metal stampings 2.4 3.3
81 Cutlery, handtools t other hardware 2.0 2.4
82 Other fabricated metal prod. 2.4 2.1
83 Engines, turbines t generators 3.9 4.4
64 Farm machinery 2.7 2.7
85 Construct.* mining t oil field mach. 1.5 1.2
86 Material handling equip. 2.1 2.5
87 Metalworking machinery 1.2 1.3
86 Special industry machines 2.2 2.0
89 General industry machinery 1.9 1.9
90 Machine shop products 2.4 2.5
91 Computers & peripheral equip. 4.2 3.6
92 Typewriters t other office equip. 0.8 0.0
93 Service industry mach. 3.8 5.0
94 Electric transmission equip. 2.6 2.8
95 Electrical industrial apparat. 2.2 2.5
96 Household appliances 4.1 3.8
97 Electric Lighting i wiring 0.6 0.9
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	Industry 1958-76 1959-73

98 Radio I TV receiving sets 6.9 6.8
99 Telephone ( telegraph apparat. 4.2 5.2

100 Radio & communication equip. 3.1 3.6
101 Electronic components 4.2 4.5
102 Misc. electrical prod. 3.7 4.0
103 Motor vehicles 3.6 3.5
104 Aircraft 1.8 1.7
105 Ship £ boat building & repair 2.3 2.1
106 Railroad equip. 3.1 3.7
107 Cycles, bicycles fc parts 8.8 9.6
108 Other transp. equip. 0.8 1.6
109 Scientific, t control, inst. 1.3 0.5
110 Medical I dental inst. 3.2 3.2
111 Optical £ ophthalmic equip. 5.7 6.1
112 Photographic equip I supplies 5.9 6.2
113 Watches, clocks 5.1 5.8
114 Jewelry t silverware 3.1 3.9
115 Musical inst. 6 sporting goods 2.9 2.7
116 Other misc. man. prod. 4.4 4.8
117 Railroad transp. 5.2 5.8
118 Local transit & intercity buses 0.2 -0.1
119 Truck transportation 1.6 1.7
120 Water transpotation 7.7 7.9
121 Air transportation 4.9 5.6
122 Pipeline transportation 7.9 8.7
123 Transportation services -1.7 -1.4
124 Communications except radio & T.v. 5.6 5.3
125 Radio t T.V. broadcasting -0.4 0.3
126 Electric utilities 4.4 4.9
127 Gas utilities 3.7 5.7
128 Water t sanitary services -0.8 -1.0
129 Wholesale trade 3.1 3.6
130 Retail trade 1.4 1.8
131 Banking 0.0 -0.2
132 Credit agencies t financial book -2.8 -2.5
133 Insurance 1.5 1.4
134 Owner-Occupied real estate 0.0 0.0
135 Real estate 3.0 3.3
136 Hotels 4 lodging places 1.8 2.3
137 Personal & repair services 1.0 1.4
138 Barber & beauty shops -2.0 -2.5
139 Misc. business services 0.1 0.3
140 Advertizing 1.9 2.1
141 Misc. business services 1.8 2.0
142 Automobile repair 2.8 3.0
143 Motion pictures 2.7 1.7
144 Amusement & recreat. cerv. 0.8 1.2
145 Doctors & dentists serv. 1.2 1.8
146 Hospitals 3.4 3.5
147 Other medical services -1.7 -1.4
148 Educational serv. 1.2 1.7
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149 Nonprofit organizations 1.5 1.9

150 Post office 
0.3 0.6

152 Other Federal enterp. 
0.4 2.4

153 Local government transit -1.1 -0.6

154 Other state & local gov. 1.2 2,1

161 Households 
0,2 0.2

Source: Bureau of Labor Statistics
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are made on the bails of Indtita of change* in theae 
variables. Figur* V-9 showa the 0.8. manufacturing trade 
balance with each of theae countries, and Figure V-10 shows 
total Manufacturing trade balances of each of these countries.

Figure V-7 indicates that U.S. productivity growth in 
Manufacturing compares unfavorably with that of other major 
industrialized countries. However, from Figure V-8, we also 
note that changes in unit labor costs in Manufacturing compare 
favorably with theae other countries. AS shown in Figures V-9 
and V-10, U.S. trade performance compared to these other 
countries has not been good. The relative performance of the 
Onited States ia clearly not due to relative increases in unit 
labor costs. Apparently, other costs have risen Bore slowly 
sbroad, so that the ablHty of their Manufacturing sectors to 
compete was improved overall.

The reminder of this section sunarixes the results of an 
empirical analyais designed to determine the effects of 
productivity changes on U.S. export shares.IS/ Changes in 
productivity are also related to an important determinant of 
productivity, resources allocated to research and development.

3.4. Estimates of the Effects of Productivity Changea on U.S. 
Competitiveneaa

This section describes and summarixes an empirical analysis 
(Lee (1980)) which attempted to determine the extent to which 
variations in productivity growth help to explain the 
variations in U.S. export competitiveness. Two linkages were 
identified and measured: the link between changes in research 
and development spending (XtD) and other determinants of 
productivity and changes In productivity; and, the link between 
productivity and export ahares. In order to analyxe the first 
linkage, production function! were eatlmated with XtD 
expendlturea included as an explanantory variable. To analyxe 
the second linkage, the effects of relative productivity, the 
effects of exchange rates and price on export shares were 
examined.

Host previous specifications of production functions have 
used capital and labor as their determinants. They leave out 
or treat aa a residual a crucial element, technological input. 
This exclusion may bias estimates of the contribution of 
capital and labor to production.

a detailed description and empirical results of the 
production function estimates, aee George Lee, 'Research & 
Development, productivity and Export Competitiveness' 
Department of State, mimeograph, 1980.
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FIGURE V-7

PRODUCTIVITY CHANCES 
1961-1979
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The incorporation of technology into the production 
function is a rtcent development in economic theory and, until 
recently, detailed data have been acarce . Hlth the National 
Science Foundation publication of detailed research and 
development (RtD) data, it is now possible to estimate more 
fully the contribution of technology to output.

Perhaps the most significant aspect of the relationship 
between technological input (as Measured by RtD expenditures) 
and output is the lag structure involved. (The lag structure 
refers to the tine lag of the effects of RtD on output). These 
lags >ay vary significantly among industries and among 
countries. A determination of the possibly different lag 
structures involved between technology and output require that 
the measurement of technology be on a flow basis. An * 
alternative approach is to treat RtD as a stock. This latter 
approach makes the specification of the production function 
more consistent with traditional economic theory, but cannot be 
used to identify the lag structure of particular industries nor 
of countries.

Another problem in estimating the effect of technology on 
production is that of separating out the effects of embodied 
versus disembodied technology. That is, of separating out 
which portion of the contribution of capital to output is due 
to increased physical quantities of capital and which portion 
of the contribution is due to improvements of the technological 
characteristics of the capital. The separation of embodied and 
disembodied technology was beyond the scope of the study 
summarized here.

In examining the linkage between KtD and output, the 
manufacturing sectors of the United States, Germany, France and 
Japan were examined, as well as the following disaggregated 
U.S. industries:

— Faper and allied products ....... SIC 26
— Chemicals and allied products ... SIC 28
—- Rubber and Plastic products ..... SIC 30
— Stone, Clay t Glass products .... SIC 32
— non-Electrical Machinery ........ SIC 35.

The conclusions drawn from this analysis were:

-- Production functions estimated using lagged RtD measured as 
a flow differed from those with RtD measured as a stock. 
With the exception of non-electrical machinery, production 
functions estimated using the flow measure of RtD resulted 
in a much higher percentage of total output being 
attributed to RtD.

-- The timing of the effect of RtD on output varied from
sector to sector. The chemical industry realised returns
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from Rto »ost quickly, in only two years. The stone, city 
and glass industry had the longest lag, nine years. For 
all of nanufacturing the lag ti»e was four years.

— Among other countries, Japan seems to have the shortest lag 
structure (3-5 years) while Prance has the longest lag 
structure (6-6 years). The relatively short lag structure 
for Japan nay be due to their tendency to adapt and improve 
on existing technology.

— The relationship estimated between RtD and productivity in 
the United States indicated that RtD begins to have an 
effect on productivity in the fourth year and then again in 
the seventh year. The effect in the fourth year may 
reflect the results froa efforts at product development 
while the effect in the seventh year Bay reflect efforts in 
basic research.

These results provide some quantitative support for the 
view that research and development efforts are a significant 
determinant of changes in productivity.

The results reported by Lee (1980) also showed that changes 
in productivity were, in turn* a significant determinant of 
export competitiveness. In particular, the relationship 
between export shares and productivity for the United States 
was examined for all manufacturing and two industries: 
chemicals and non-electrical machinery. The time period 
covered was from 1957 to 1977. Relative productivity, exchange 
rate and wholesale price were all found to be statistically 
significant. In all cases, relative productivity was among the 
more significant of the determinants of export shares, giving 
support to the hypothesis that productivity is one of the 
important determinants of export competitiveness.

3.5. Concluding Remarks

This section has attempted to show, both theoretically and 
empirically, how relative changes in productivity here and 
abroad affect the competitiveness of U.S. industries. The role 
of RtD expenditures in improving productivity was also 
examined. Zt was found that U.S. export competitiveness is 
indeed affected by lagged changes In productivity. 
Productivity, in turn, was found to be affected by changes in 
capital, labor and RtD, with the effect of RfiD being felt In 
the manufacturing sector after a lag of about four years. The 
effects of RtD on productivity and of productivity on export 
shares were found to be significant, both statistically and 
proportionately.
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4. THE IMPACT OP FOREIGN TRADE BARRIERS ON THE COMPETITIVENESS 
Or U.S. PRODUCERS

4.1* Overview

High foreign tariffs and restrictive nontariff barriers 
affect the competitive position of U.S. exports in world 
trade. The Multilateral Trade Negotiations (MTN) resulted in 
substantial industrial tariff cuts and new codes of conduct for 
international traders. These agreements will tend to enhance 
the U.S. competitive position in world markets.

The MTN did not, of course, achieve a reduction in all 
foreign barriers to U.S. exports. Some nontariff barriers 
(NTBs) under negotiation during t" » MTN were not part of the 
final package of agreements. Other NTBs wece not addressed at 
all during the MTN. The agreement on safeguard practices is 
still under negotiation. Most developing countries have failed 
so far to become parties to U NTB codes and to lower 
substantially their high tariffs. Even in the developed 
countries, high rates will remain in post-MTN tariff schedules.

This section reviews the progress made toward lowering 
foreign barriers to U.S. exports during the MTN and examines 
the remaining barriers which adversely affect U.S. export 
competitiveness. To the extent possible, products and markets 
which benefited most from the MTN and those impaired by 
remaining barriers are identified.

In the next subsection, an overview of the aggregate iapact 
of the MTN tariff reductions on U.S. exports is presented. This 
is then followed by a discussion of the nontariff barriers 
reduced during the MTN and an examination of the NTBs left 
uncovered at the conclusion of the MTN.

4.2. The Tokyo Round Tarj ffljteduct ions 

4.2.1. Industrial Products

The major developed countries will reduce their tariffs on 
U.S. industrial exports by an average of 40 percent. When the 
reductions are fully implemented, the average tariff rate 
imposed on U.S. industrial exports by our major trading 
partners will fall to 4.2 percent from 6.2 percent. Table V-13 
shows that, after the reductions are fully in effect, Japan's 
tariff* on U.S. industrial exports will averaae 2.2 percent, 
Canada's 5.8 percent, and the European Community's (EC) average 
tariff will be 4.7 percent.
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Table V-)3

Tariff Concessions on U.S. Exports of Industrial
Products by Major Developed Nations: Average

Applied Rates Weighted by U.S. Exports*
to Each Country

(percent)

Average of
EC Canada Japan all three

Average Base Rate 7.2 8.9 4.1 6.2
Average Concession Rate 4.7 5.8 2.2 4.2
Average Reduction 34.0 35.0 47.0 40.0

'Dutiable plus duty-free imports from United States. 

Source; United states Trade Representative.

Table V-14 presents detailed sectoral tariff results from 
U.S. negotiations with Canada, Japan* and the European 
Community during the Tokyo Round.

Canada, by lowering tariffs, will significantly reduce »any 
disparities between U.S. duties and its own on similar 
products. A major Canadian tariff concession is the phasing 
out of the average IS percent "Made in Canada* duty on 
machinery imports. Other important Canadian tariff concessions 
were obtained by the United States on nonelectrical industrial 
machinery, paper, wood products, computers, photographic 
equipment, and scientific and controlling instruments. In most 
of these sectors, as can be seen in Table V-14, current 
Canadian duties average about 10 percent or above and are to be 
reduced by one half or more.

Significant Japanese tariff concessions were made in the 
key U.S. export sectors of computers, semiconductors, color 
film, electrical machinery, paper, and automobiles, for 
example, Japan will reduce its actual tariffs on U.S. products 
by an average of SI percent in the automotive sector, by 67 
percent in the office and computing equipment sector, by 53 
percent In the electrical machinery sector, and by 33 percent 
in the nonconsumer electronic equipment sector.

The European Community tariff concessions on U.S. exports 
wert significant on chemicals, paper, printing machinery,
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automated metalworlcing machine tool*, electrical machinery, 
scientific and controlling instruments, and photographic 
equipment, for example, in the photograpic equipment sector, 
the EC reduction will be from an average tariff of 11.1 percent 
on U.S. products to an average rate of 6.S percent — a 42 
percent reduction.

Significant tariff reductions were also negotiated on U.S. 
exports to other developed countries, including the Nordic 
countries, Australia, New Zealand, Austria and Switzerland.

Developing Countries

The agreements reached with the developing countries 
primarily contain commitments not to increase tariffs on 
specified items beyond a stated level. The right of trading 
partners to compensation will be created if these commitments, 
known as binding*, are violated. In addition, there are 
commitments not to impair the value of a tariff concession 
through the use of nontariff measures, such as the use of 
restrictive licensing.

4.2.2. Agricultural Products

Agricultural tariff cuts by developed and developing 
countries will especially benefit U.S. exporters of 
high-quality beef, pork, turkey, soybeans, fresh and canned 
fruits, fruit juices, almonds and tobacco.

Developed Countries

Agricultural tariff concessions from developed countries 
include:

—Japan's average tariff cuts of 16 percent on U.S. 
agricultural exports of fresh grapefruit, pork, chicken legs, 
fresh lemons. Japan also agreed to the binding of the current 
duty-free status of soybeans, a product accounting for $770 
million of U.S. trade in 1976.

—-Concessions by the EC covering about $1 billion of U.S. 
exports (1976). The most significant EC concessions consisted 
of access assurances in duty cuts, or adjustments in levies, 
with respect to beef, variety meats, tobacco, rice, poultry 
meat, grapes, prunes, canned peaches, and canned fruit cocktail,

—Hide-ranging Canadian agricultural ?ncessions, 
significant in terms of market access and market security. 
Duty harmonization for products moving both ways across the 
border, a major element in the negotiations, was achieved for 
live cattle, pork, corn and potatoes.

V-34
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—Substantial conception* by other developed nations on 
agricultural tariffs Important to U.S. exporters. For 
instance, Finland made tariff concessions on U.S. agricultural 
products valued at $21 million (three-fourths of these cuts 
concern fruits and vegetables) j the Swiss eliminated the 
existing duty of 12 francs per 100 kilograms on almonds 
(almonds accounted for over $5 million In U.S. 1976 exports to 
Switzerland); New Zealand*s most important agricultural 
concession was a duty cut on unmanufactured tobacco from NZ 
$73.78 to NZ $70.CO per kilogram; Austria's concessions include 
an important reduction in duties on almonds in the shell (from 
56 to 25 shillings per 100 kilograms), prepared poultry meat, 
canned peaches, dried pluns and prunes, and canned fruit 
cocktail.

Developing Countries

Concessions granted by developing countries cover 
approximately $3 billion in 1976 U.S. exports. These 
concessions include: bindings of previously unbound tariffs at 
current rates and rate reductions in already bound tariffs, 
reaoving or liberalizing import licensing requirements, and 
liberalizing other nontariff measures covering soybean 
products,, including vegetable proteins, tallow, fresh fruits, 
nuts and poultry.

4.2.3 High Tariffs Remaining After the MTN

Even after the cuts are fully in effect, some tariff rates 
will remain high. For example, the Japanese tariff will be 
over 10 percent on U.S. exports of small arms, plastic products 
and plastic resins including polystyrene, polyethylene and 
polyproprolene. In the EC, U.S. exports of telecommunications 
equipment will face an average tariff of 10.4 percent. 
Semiconductor exports to the EC will face an even higher rate 
— 17.0 percent. Other U.S. exports facing high EC tariffs 
include soap and cosmetics (11.0 percent), motor vehicles (10.0 
percent, and plastics (10.3 percent). Canada will also retain 
several high rates against U.S. exports. Soaps and cosmetics 
exported from the U.S. to Canada will face an 11.0 tariff while 
still picture projectors exported to Canada will face a 9.2 
percent rate. Metal fastener exports from the United States to 
Canada will face an 11.2 percent tariff after the MTN tariff 
reductions become effective on January 1, 1987.

4.2.4. D.S. Trade Impact ef the Tokyo RODnd Tariff 
Reductiors

Table V-15 presents estimates of the aggregate impact of 
the MTN tariff cuts on U.S. trade under the alternative

V-3S
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assumptions of fixed and flexible exchange rates. 
Overall, the tariff cuts are expected to have a very small 
impact on total U.S. exports and import* -- both should 
increase by about S3 billion which is approximately 2 to 3 
percent of 1976 trade levels.

Although the KTN tariff reductions will tend to have a 
snail Measurable effect on U.S. aggregate trade, they inay have 
a relatively large impact on specific U.S. industries. Table 
V-16 lists estimated increases in U.S. exports due to the WTM 
tariff cuts by industrial sector.

The major U.S. export gains tend to be concentrated in the 
high technology, skilled-labor intensive sectors, such as 
aircraft, computers, and semiconductors, in which the U.S. 
traditionally has maintained a strong competitive edge. These 
estimates are based on the 1976 trade data, the latest foreign 
import data available on the same basis as tariff schedules. 
There have been important changes in international trade since 
1976 which may offset, in part, the expected D.S. export 
gains. The emergence of Japan and Europe as potential 
competitors in semiconductors and aircraft are examples of two 
recent developments which may tend to slow the rate of growth 
in U.S. exports of these products. Another potential area of 
concern is in the petrochemical sector, the exports of which 
may b« adversely affected by D.S. decontrol of oil and natural 
gas prices.

4,3. Nontariff Barriers Liberalised in the MTH

The main thrust of the Tokyo Round was to modernize the 
international trading system. This was achieved through the 
creation and acceptance by major negotiating countries of new 
obligations designed to minimize the increasingly trade 
distorting effects of major nontariff barriers. This was the 
first time such nontariff barriers have been substantially 
liberalized.

Nontariff barriers (NTBs) are a complex field. They are 
more subtle, diversified and changeable than tariffs. They 
•re, furthermore, less susceptible to easy identification and 
measurement than tariffs. Some such measures have been put in 
place for the achievement of national goals (e.g., goals 
related to security, health, or safety). These can have trade 
distorting effects incidental to their main purpose. Other 
MTBs are directly applied with the aim of restricting imports.

2£/ror a more detailed analysis of the impact of the Tokyo 
Round see Bayard and Orr (1960) and Deardorff and Stern 
(1979).
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Table V-16

Changes in U.S. Exports as a Result
of the MTN Tariff Reductions 

(Fas Values; Thousands of Dollars)

2 Digit
I-O Exports
Code Industry ($000)

Agriculture, Forestry and Fisheries

1 Livestock and Livestock Products 3065
2 Other Agricultural Products 107094
3 Forestry and Fishery Products 1355
4 Agriculture, Forestry, Fishery Services 76

Mining

5 Iron and Feroalloy Ores 1265
6 Non-ferrous Metal Ores 496
7 Coal 5717
8 Crude Petroleum and Natural Gas 67
9 Stone and Clay Mining 1467

10 Cheaicals and Fertilizer Minerals J792

Construction
11 Nev Construction 0
12 Maintenance and Repair 0

Manufacturing

13 Ordnance 9874
14 Food Products 174627
15 Tobacco Products 3374
16 Fabrics, Yarn, Thread 29964
17 Misc. Textiles, Floor Coverings 10873
28 Apparel 14211
19 Misc. Fabricated Textiles 5541
20 Lumber Products 17522
21 Hodden Containers 200
23 Other Furniture, Fixtures* 6734
24 Paper Products 144543
25 Paperboard Containers 7781
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2 Digit
1-0
Code Industry

Exports 
($0001

26 Printing « Publishing
27 Cheaicals
28 Plastics
29 Drugs and Toiletries
30 Paint Products
31 Petroleu* Refining
32 Rubber, Miscellaneous Plastics
33 Industrial Leather, Tanning
34 Footwear, Other Leather Prods„
35 Glass Products
36 Stone 4 Clay products
37 Priaary Iron t Steel
38 Non-ferrous Metals
39 Metal Containers
40 Heating, Plumbing, fabricated 

	Structural Metal Products
4) Nut*, Bolts, Metal 

	Sta»pings
42 Other Fab. Metal Products
43 Engines and Turbines
44 Farm Machinery
45 Construction and Mining Equipment
46 Material* Handling Equipment
47 Metalworking Equipment
46 Special Industry Equipaient
49 General Industrial Equipment
50 Machine Shop Products
53 Office Machinery
52 Service Industry Machinery
53 Electrical Machinery
54 Household Appliances
55 Electrical Lights & wiring
56 Radio & T.V. Sets
57 Electronic Components
58 Misc. Electrical Machinery
59 Motor vehicles
60 Aircraft. Parts
61 Other Transportation Equipment
62 Scientific Instrument!

73533
162755
83156
52477
4436
9136

55867
5668
3614
7492
16715
27009
7799
1616

8252

12467 
46969 
34124 
18312 
87129 
10256 
61224 
49205 
40352 
1023

428137 
21087 
CS269 
38847 
51051 
9J978
202600 
68318
145919
426339 
28927

119490
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2 Digit
I-O
Code Industry

63 Optical Equipment
64 Miscellaneous Manufactures

Transportation, Communications, 
and Utilities

65 Transportation, Warehousing
66 Non-Radio or T.V. Communications
67 Radio and T.V. Broadcasting
68 Utilities

Wholesale and Retail Trade

69 Wholesale, Retail Trade

Finance, Insurance, Real Estate

70 Finance and Insurance
71 Real Estate and Rental

Services

72 Hotels, Personal Services
73 Business Services
75 Auto Repair t Services
76 Amusements
77 Medical, Educational services

Government Enterprises

78 Federal Cov't. Enterprises
79 State, Local Gov't. Enterprises

Other Industries

81 Business Travel, Entertainment
82 Office Supplies

Exports 
($000)

67689
84065

•Combined estimate for sectors 22 and 23. 

Source: Bayard and Orr (19PO).
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An inventory of nontariff barriers as part of the GATT 
preparation for the KTN revealed a wide variety of nontariff 
barriers. They were grouped under these broad headings: 
government participation in enterprises in market economy 
countries, state-trading* custom* and administrative entry 
procedures* product standards applicable to imports and 
exports; and limitations on imports and exports through 
artificial price mechanisms, or quantitative restrictions.

Several multilateral codes designed to limit the trade 
distorting effects of nontariff barriers measures were agreed 
to in the MTN:

a. Codes on subsidies, countervailing measures and 
antidumping practices;

b. A code on technical barriers to trade requiring 
signatory countries to use fair and open procedures In adoption 
and application of product standards;

c. A code on government procurement, which opens a 
substantial portion of purchases by signatory governments to 
bids from foreign producers;

d. A code on customs valuation which provides for 
predictable and uniform practices of appraising imports for 
assessment of duties; and,

c. A code on import licensing which reduces unnecessary 
and unduly complicated licensing requirements. Agreements were 
also reached on a number of country and product-specific 
nontariff barriers.

These codes, except the codes on government procurement and 
customs valuation, became effective January 1, 1980. The codes 
on government procurement and customs valuation will become 
effective January 1, 1981. The United states and the European 
Community implemented the valuation code on July 1, 1980.

The Covernnent Procurement Code is designed to reduce or 
eliminate discriminatory purchasing practices of governments, 
government enterprises, quasi-autonomous entities, and related 
units of government.

The code establishes the principle of nondlscriminatory 
treatment for suppliers from countries which adhere to the code 
and provides rules for fair and equitable procurement 
practices. Tht code provides much needed transparency In 
procurement regimes, and establishes procedures for settling 
disputes. The code will not apply to all entities, but only to 
those designated by the signatories; nor will it apply to goods 
having an important national security dimension.
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From the lists of covered government entities, signatories 
have 9enerally excluded those in the fields of power 
generation, transportation and telecommunications, in addition 
to problem* concerning product coverage* implementation of the 
Government Procurement Code will alto have to take into account 
the constitutional inability of son* national gove.nments to 
regulate the procurement practices of their political 
subdivisions.

The Subsidies/Countervailing Duty Code is designed to 
minimize the disruptive effects ox government subsidies 
(bounties or grants) on international trade. Export subsidies 
provide advantages to foreign producers competing in the United 
States or third markets at the expense of U.S. suppliers, while 
subsidies to domestic industries in foreign countries may 
impair competitiveness of U.S. exporters in these markets.

The Code prohibits the use of export subsidies on 
industrial products and primary mineral products. The code 
also covers local processing bounties, regional aids and other 
domestic assistance. These latter forms of subsidy, however, 
constitute a new area which will need further interpretation 
and "case law" experience. Developing countries are given a 
limited exception from these provisions.

The Code calls for transparency (visibility) in subsidy 
programs and provides for consultations if requested by other 
signatories. Governments party to the Code must provide the 
GATT with Information on the existence, amount, and effects of 
a subsidy, if requested.

Many U.S. industries will benefit substantially from these 
provisions, as will the aircraft industry through the Aircraft 
Agreement. Subsidies in France and the United Kingdom have 
often hindered the U.S. aerospace industry from exporting its 
products to these and other markets.

The Standards Code is designed to minimize the restrictive 
impact of standards and technical regulations on trade. The 
Code stresses the use of open and transparent procedures for 
standards and certification systems. It also provides for the 
right of access to national and regional certification systems, 
and recommends the increased adoption of international 
performance standards.

The Code's provisions apply to new and revised standards 
and certification systems. Consequently, implementation of the 
Code will not involve any change to existing standards or 
certification systems* nonetheless, if a signatory believes 
that an existing measure conflicts with the Code's obligations, 
it may raise the matter in the Committee of Signatories and use 
the dispute settlement mechanism to seek either a mutually 
satisfactory solution or a Committee recommendation that the

V-3S
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standard b* withdrawn. Unwillingness to undertake Committee 
recommendations may give rise to countermeasures.

A principal cod* obligation is that national and regional 
certification systems grant access (i.e., permit goods to be 
certified under the rules of the system) to foreign suppliers 
on the sane basis as access is granted to domestic or 
regional-member suppliers. Denial of such access has been a 
major problem for U.S. exporters.

The U.S. exports most adversely affected by current 
standards and certification systems include construction 
machinery, transportation equipment! (motor vehicles and 
aircraft), pharmaceutical*, plastics, rubber products, 
laboratory glass items, electronic apparatus, consumer 
electronics, and photographic equipment.

The Customs Valuation Agreement (code) will result in 
internationally applied customs valuation rules which are 
based, to the greatest extent possible, on transaction values. 
It will lead to greater predictability and certainty in the 
determination of customs values on U.S. exports and eliminate 
the current protective features of foreign customs valuation 
systems. Such features include arbitrary uplifts and other 
adjustments to the customs value of foreign supplies.

U.S. exports benefiting from this code Include plastic 
resins, drugs arJ medicines, and other high technology products.

Another customs matter of importance to U.S. exporters is 
Improper product classifications. Arbitrary product 
classifications deter U.S. exports by placing improperly high 
tariffs on products and by causing lengthy disputes over the 
appropriateness of classifications. Work in this area is 
scheduled for completion in 198S.

The Aircraft Agreement provides a comprehensive basis for 
free trade in civil aircraft and an international set of rules 
of conduct for such trade. Counterpurchase arrangements 
(offsets) are specifically disallowed in this sector. The 
agreement allows U.S. parts manufacturers to compete for 
foreign airframe subcontracts on the same duty-free basis as 
other parts manufacturers. It also prohibits governments from 
requiring airlines or other buyers to purchase 
nationally-produced aircraft, or from exerting unreasonable 
pressures on them to do so. It also broadens the coverage of 
the standards code as it applies to the aircraft sector.

All of the nontariff barrier codes described above, except 
government procurement and, of course, the aircraft agreement, 
apply to agricultural as well as to industrial products and are 
potentially important to both for many years to come.

V-39



534

^thernontaritr^ barrier jyeeaents concluded during the MTN 
include:

agreements to »odi fy th^ discriminatory
practicVs^f™pioyincjal liquor boards^ IifTlne future, the 
•ark-ups in the retail prices of icpon-d beers and distilled 
spirits, as well as their stocking and distribution, will be 
glided solely by normal commercial considerations.

— Concessionsjade by the EC on distilled spirits. In a 
letter "toTheoVs^MTW Delegation, the ̂ EC Commission promised 
to do everything in its power to eliminate the discriminatory 
practices of France and the Federal Republic of Germany with 
respect to imported distilled spirits.

—Canadian agreement to phase out the so-called "Hade In 
Canada* t era I n olog y fo u nd i n Tt s C uatoros Tar i f ~T_v i t h a v i e y 
toward^ellalnatinj^such terjairology from the tarIff~"EcheJuTes. 
Sew tariff descriptions for" the affected tariff Sterns will be 
in place no later than 1986, with the first round of major 
changes taking place in 1984. This will be of substantial 
benefit to U.S. exporters of machinery.

— Two agricultural arrangements negotiated in the MTN: The 
Bovine Heat Arrangement and the International Dairy Arrangement.

The Bovine Meat Arrangement is primarily an 
information/consultation mechanism with no economic 
provisions. The arrangement covers beef animals and beef 
products. A major objective is "to promote the expansion, ever 
greater liberalization and stability of the international meat 
livestock market for the mutual benefit of both importing and 
exporting countries."

The International Dairy Arrangement (IDAV has as its 
objective the expansion and liberalization of world trade in 
dairy products under stable market conditions. The arrangement 
covers fresh and preserved ailk, butters, cheese, and casein. 
The economic provisions of the arrangement provide for minimus 
export prices for milk powder, milk fat, butter and cheese.

—Several foreign quotas on U.S. exports of agricultural 
products were increased during the MTN, especially by Japan. 
Japan undertook to increase imports of high-quality beef, 
within the hotel and general quota, by 14,000 metric tons per 
year (n.t.) on a global basis by Japanese fiscal year 1983. 
Also, it is estimated that Japan's expansion of import quotas 
for fresh oranges will result in an increase of approximately 
67,000 n.t. per year over 1976 levels by 1983. Japan also 
raised its quota for grapefruit juice and for concentrated 
orange juice.
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4.4. Tr«de_Bgrr_^erg_Kot_Co_vered_ in

The MTN agreements vill benefit U.S. exports to developed 
and developing countries. However, not all trade barriers were 
covered in the MTN. some nontariff barriers to U.S. exports 
remain, because they were not part of the negotiations. Some 
remain because of lack of agreement among the major 
participants in the MTN.

Agreement on a Safeguard Code is the most important 
unfinished negotiation of the MTN. Although progress was made 
in outlining the general shape of a possible international 
agreement* a number of key issues are still in the process of 
negotiation. The most controversial safeguards issue is 
whether to permit restriction of imports from one or a few 
(rather than all) supplying countries, when it can be 
established that imports from these countries are the cause of 
injury.

The principal nontariff barriers not covered in the MTN are 
cartels, state trading, government participation in private 
enterprises and preferential trade agreements. In addition, 
the MTN did not cover NTBs used to conserve foreign exchange 
reserves, such as countertrade pacts and bans on non-essential 
and luxury irports, and to assist infant industries.

4.4.1. Developing Country Barriers Not Covered in_HTM

A complex network of barriers de&igned to promote 
industrialization and conserve foreign reserves is employed by 
developing countries (LDCs). The MTN will bring greater 
discipline in the use of several trade barriers by the 
signatory countries. However, several important LDC trade 
barriers remained outside the scope of the MTN.

Developing countries offer the greatest potential for the 
expansion of U.S. exports. Even now, against a complex network 
of trade barriers, the United States exports more to developing 
markets than to Japan and Western Europe combined.

Import barriers are used by developing countries to assist 
domestic industries and to raise government revenue. In fact, 
Host LDCs rely on customs revenue for the bulk of their 
government revenue. It is obtained by a combination of high 
tariff rates, import surtaxes, and customs valuation 'uplifts* 
which raise the value of imports on which tariffs and surtaxes 
are levied. Developing countries, as veil as developed 
countries (DCs), rely on restrictive nontariff barriers to 
promote 'infant* domestic industries and to conserve foreign 
exchange reserves. State tra<2i; .. firms, state enterprises, and 
state-private joint ventures help maintain such nontariff 
impor* restrictions.
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To assist domestic Industries, imports of items "like or 
similar to* domestically made items may be prohibited or 
restricted through local content rules. Local content rules 
specify that a minimum share of locally available materials and 
supplies be contained in domestically manufactured products. 
U.S. exports of unfinished metals and mineral manufactures are 
Particularly affected by LDC import bans on products like or 
similar to the made in the LDC. Local content rules 
potentially act to restrict U.S. exports of industrial supplies 
and intermediate goods. More importantly, however, when local 
content rules are joined with high tariffs to protect 'infant 
industries", U.S. exports of consumer and other finished goods 
are impaired.

To conserve foreign reserves, LDCs frequently (and DCs 
occasionally) prohibit imports of luxury and nonessential 
items. Luxury imports are mainly consumer proucts, such as 
autos, large household appliances, residential air conditioning 
units, and other high unit-value manufactures. Nonessential 
imports are frequently sophisticated machines, advanced 
technology equipment, and highly technical industrial supplies, 
such as high temperature metals. Nonessential import bans are 
also used to control inventory speculation and to enforce 
industrial production goals and export targets set by the 
central government.

Foreign exchange reserves are also conserved by linking 
exports to imports. A developing country nay require its 
importers to match in value their imported foreign supplies 
with domestically-made exports. For instance, Greece will 
allow $1 million in imports only if the importer agrees to 
export $1 million in Greek-made products. Turkey has imposed a 
variation of this practice. A manufacturing machine may be 
imported, if 30 percent of the resulting output is exported.

4.4.2. investment Incentives and Perforpance Requirements

The U.S. Government has a long-standing policy of generally 
maintaining open borders for both outward and inward 
international investment and of avoiding intervention in the 
investment process. Our view has always been that the free 
flow of investment responding to market forces will normally 
result in the maximum economic benefit to the United States and 
that there is no basis for the U.S. Government, as a general 
policy, to attempt to make judgments on the extent to which 
certain investments may result in a greater or lesser return to 
any particular factor of production. This proposition, 
however, if based on the assumption that other governments also 
allow market forces to operate. When they intervene, the 
process is distorted and it is less apparent that U.S. direct 
investment abroad benefits the U.S. economy.
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Investment incentives and performance requirements can also 
affect U.S. competitiveness. The policies of foreign 
governments toward investment nade in their countries by 
•ultinational companies can have serious effects on U.S. 
trade. Many governments offer special incentives to 
multinational companies to encourage them to make investments 
which might not otherwise be made in their country and, 
therefore, which can be at the expense of investments in the 
United States and of exports from the United States.

Foreign governments also frequently establish performance 
requirements for these investments in order to maximimize the 
proportion of total worldwide production of the multinationals 
which is done in their country and in order to maximize- the 
exports and minimize the imports of the affiliates located in 
their country.

These policies can have the same beggar-thy-neighbor 
effects on trade as export subsidies and competitive exchange 
rate devaluations, which are circumscribed by the General 
Agreement on Tariffs and Trade and the Articles of Agreement of 
the International Monetary Fund. The U.S. Government is giving 
high priority to the effort to negotiate rules of restraint on 
governments' intervention in the investment process and to 
develop a case for initiating countermeasures under existing 
international rules. The United States, therefore, has 
undertaken initiatives bilaterally and in multilateral fora to 
obtain agreement on rules to restrain governmental intervention 
in the international investment process. We have also begun to 
consider the possibility of taking countermeasures under 
existing GATT rules. Incentives may run counter to the 
Subsidies/Countervailing Measure Code and some types of 
performance requirements, particularly those intended to 
maximize local content, may violate GATT Articles II, III 
(Sections 1 and 5), and XI.

4.4.3. Countertrade^

When an exporter is required to link the sale of his 
product to the import of some specified quantities of other 
products, the arrangement is known as countertrade. Acceptance 
of payment in kind, as a precondition for export sales, may 
well take place at the expense of third party suppliers. 
Furthermore, the long-tern nature of many countertrade 
agreements nay result in the locking in of uneconomic trade 
relationships for periods as long as twenty-five years.

There are a variety of forms which countertrade agreements 
can take. The two most common types are compensation and 
counterpurchase arrangements.
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Compensation arrangements, the most rapidly growing type in 
world trade, require exporters of high technology machinery, 
industrial complexes and technical know-how to accept payment 
in the form of goods produced with their equipment or 
know-how. Such arrangements are also known as buy-back 
agreements, co-production agreements, allocated share of output 
agreements, or industrial cooperation agreements (in East-West 
trade). Compensation arrangements are most prevalent among 
non-market economies and are of growing importance between 
market and non-market economies.

An older form of countertrade is the counterpurchase 
agreement requiring exporters of machinery, know-how and 
advanced manufactures to accept payment in unrelated products. 
While counterpurchases are nominally cash transactions, the two 
parties, in effect exchange goods of equivalent value. 
Counterpurcha&e agreements are also known as countersales, 
offset trading, parallel trading, reciprocal trading or 
counterdeliveries. General industrial supplies and 
standardized consumer products are most frequently traded under 
counterpurchase arran$*.aents. The MTN Aircraft Agreement 
prohibits offset sales for aircraft and related items.

Concern about the impact of countertrade arrangements on 
U.S. trade competitiveness is further stimulated by evidence 
that an increasing proportion of world trade is affected by 
such transactions. The Commerce Department has established 
that in the early 1970s, 10 to 20 percent of world trade was 
countertrade.21/ Some private estimates have placed
countertrade at a much higher proportion of current world 
trade.lS/

Until the embargo on oil exports and multifold increases in 
the price of imported oil in 1973/74, countertrade was 
primarily limited to exchanges anong eastern European countries 
and of these countries with Western Europe. Such trade 
arrangements serve the needs of Eastern Europe by Uniting 
expenditures of scarce foreign exchange. Moreover, 
countertrade may open markets otherwise inaccessible. The 
Morgan Guaranty Bank has estimated that one quarter of all 
East-West trade is under countertrade arrangement. Roughly 
half of all Eastern European trade with LDCs takes place under 
countertrade arrangements.

il/Countertrade Practices, Department of Commerce 
Publication, April 1980.

li/Peter Jankovic, Managing Director of ALCON (Compensation 
Trading Ltd.). Quoted by Jules Arbuse in "Exchange Is not 
Robbery: Or Is It?" International Marketing.
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Both industrialized and developing countries expanded their 
use of countertrade measure after 1973/74. Industrialized 
countries have struck countertrade deals with the major oil 
exporters both to increase security of supply of imported oil 
and to support the general expansion of exports. According to 
Eliot Janeway, the major industrial countries, with the 
exception of the United States, trade chemicals, steel, and 
machinery for oil. In addition, the non-oil developing 
countries after 1973/74 have, in some instances, sought to 
limit foreign exchange expenditures and to support exports by 
insisting on countertrade arrangements when importing from 
industrialized countries. Japan has made a number of 
countertrade arrangements with LDCs. Western European 
countries have increased the proportion of their trade with 
LDCs falling under countertrade arrangements. Less than 10 
percent of trade between developed countries, however, falls in 
this category.^2/ Among the developed countries the United 
States has the smallest percentage of countertrade arrangements,

Countertrade encourages discriminatory practices. 
Exporters unwilling to enter into countertrade agreements may 
be excluded from consideration. An importing country that is 
short of foreign reserves may select a supplier on the basis of 
willingness to enter a countertrade deal rather than on the 
basis of quality or price of the product. The transaction is 
neither transparent, nor subject to international scrutiny. 
There have been press reports of countertrade terms which 
appear to be contrary to the most-favored-nation (MFN) and 
non-discrimination principles of the General Agreement on 
Tariffs and Trade (GATT). For instance, countertrade 
agreements often prohibit competition in a third market by 
either party or specify the export market(s) to be served by 
the producer. All countertrade arrangements are bilateral 
exchanges, often to the exclusion of other competitive exports, 
and sometimes reflecting other than purely commercial, 
considerations. As such, they may impair the United states 
ability to export.

4.4.4. Other NTBs Not Covered in the MTN

Although many of the sane nontarifC barriers are found in 
developed as well as in developing countries, they are applied 
•ore selectively in the former group oC countries. For 
instance, Algeria channels all imports through state trading 
firms; Japan only channels imports of tobacco and a few other 
agricultural products through state trading firms. U.S. export 
competitiveness is adversely impacted in particular product 
sectors by developed country nontariff barriers.

^/•Bartering," Industry Week, March 28, 1977.
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Preferential trade agreements were outside the icope of the 
MTN and are ari~excepted part of the international scene under 
the rules of articles of the GATT. They provide for reductions 
or the elimination of tariffs or quotas on inports from 
participating countries, while imports from non-participants 
are subject to the quota or MFN duty rate. The difference 
between the MFN and preferential rates of duty prevents U.S. 
exporters from competing fully in preferential areas. U.S. 
exports face such preferential trade arrangements in several 
areas of the world.

U.S. export competitiveness in industrial products is 
especially affected by the recently formed European Industrial 
Free Trade Zone composed of members of the European Community 
and the European Free Trade Area (EFTA). Industrial product 
trade within this area is free of duty; product imports from 
non-members are subject to duty levies. U.S. exports of paper 
products, for example, are particularly impacted by the tariff 
disparities in the EC-EFTA free trade area.

One particular discriminatory provision of p.eferential 
trade agreements is the "rules of origin" clausr.. Rules of 
origin prevent exporters in non-member countries from avoiding 
some duty assessments by shipping a product to a preferential 
country with a low external tariff, and then re-exporting it 
duty-free to a partner with a higher external tariff. The 
rules of origin in the EC's preferential agreements with the 
EFTA nations work against U.S. exports, especially parts and 
components exports. For example, boilers and machinery made in 
EFTA would lose their duty-free status if the value of U.S. 
components were greater than 5 percent of the total value of 
the finished product.

When the EC expands, Spain and Greece will gain a 
competitive advantage vis-a-vis U.S. exporters to the EC and 
EFTA countries. Spain and Greece will be able to export 
industrial products to member EC or EFTA free of duty. U.S. 
exporters to Western Europe will face a tariff disparity of 
nearly 12 percent on electrical equipment when competing with 
other Western European exporters.

Bilateral agreements which restrict trade (e.g., EC-Japan 
trade pacts for shipbuilding, autos, steel and televisions) 
affect U.S. export competitiveness by restricting imports and 
diverting trade. These pacts are frequently not subject to 
international surveillance because they are (a) 
industry-to-industry agreements or (b) otherwise not available 
for international scrutiny and assessment of trade effects. On 
of the U.S. goals in the negotiallon of a Safeguards Code has 
been to bring these arrangements under international 
surveillance and discipline.

V-46



541

C«rtel« ire discriminatory because they are forced to 
control production, prices and markets. Although most cartels 
are relatively short-lived, their effects Bay be long lasting 
as traders act to protect their interests against renewed 
cartel activity. Japan's temporary import cartels for domestic 
industries suffering from world-wide business slowdowns are now 
dismantled. When they were in effect in the mid-1970s, U.S. 
export competitiveness in Japan was impaired in paper and 
related products, fabricated metal products, basic metals, and 
chemicals.

St a t e enterp_rise s and state t r ad i ng f iras can be major 
nontaritf barriers to> U.S. exports because l>f the procedures 
they employ. State enterprises and state trading firms need 
not necessarily impose foreign barriers to U.S. products. 
However, in practice, the usual state trading firms or state 
enterprise restricts imports, officially and unofficially, 
through a variety of administrative devices. These 
restrictions are sometimes undertaken for social objectives, 
national development objectives, and other non-commercial 
considerations. State trading is addressed, but with extremely 
broad latitude by Gatt Article XVII.

Basic domestic industries in developing countries are 
frequently state monopoly enterprises, wholly owned or majority 
owned by the national government. There is a trend toward 
national ownership of basic industries. Often all trade of 
LDCs (imports and exports) is handled by state trading firm 
monopolies.

State enterprises in developed countries are restricted to 
a few basic industries, such as steel and petroleum refining, 
and they are usually not the sole producers in the economy. On 
the other hand, state trading firms in developing countries 
rarely handle industrial products, although they are frequently 
found in the agricultural sector.

4.5. Summary

The results of the multilateral trade negotiations are 
comprehensive in scope. The results include six major codes of 
conduct, significant concessions in tariffs, increased market 
access, and new rules in agricultural trade, modernization of 
the trading system, and a sectoral agreement in aircraft.

These new codes of trade conduct will bring to the 
practices of other governments greater openness of public 
procedures, more public access to information about 
governmental actions, and due process for the resolution of 
disputes. The United States \ '"1 directly benefit from these 
new understandings because they lay the groundwork for more 
equitable treatment for O.S. exports in foreign market* and

V-47

67-S3& 0-80-35



542

increase our options for dealing with discriminatory trade 
practices by other governments.

The substantial progress in many areas toward a freer world 
trading system will tend to increase the attention focused on 
the remaining unfinished negotiations and the trade barriers 
still impairing U.S. export competitiveness.

Many of the nontariff barriers impairing U.S. export 
competitivensss are maintained by developing countries. Many 
of these countries participated in the HTN, but have not yet 
become parties to the codes. As they do, developing markets 
will become more accessible to U.S. products.

Countertrade arrangements, preferential trade arrangements, 
the expansion of product and agency coverage under the 
Government Procurement Code, the unfinished Safeguard Code, and 
the untimely development of a two-tiered trading system (with 
tight rules for developed countries and looser rules for LDCs) 
are the major remaining problems facing U.S. exporters in 
today's world trading system. The latter problem demands a 
viable means for "graduating* the advanced LDCs as their 
development progresses.

5. THE IMPACT OF TECHNOLOGY TRANSFER AND FOREIGN DIRECT 
INVESTMENT ON THE COMPETITIVENESS OF U.S. PRODUCERS

5.1. Introdu e tion a n d Sumiaary

In recent years, foreign producers have increasingly made 
inroads into U.S. firms* markets here and abroad, and lately in 
markets for high-technology products. Increased competition by 
foreign firms is often attributed to a loss in U.S. 
technological superiority. The evidence usually cited to show 
such a loss includes: a decrease in U.S. research and 
development spending relative to other nations, a fall in the 
number of patents filed in the United States by U.S. firms 
relative to foreigners, and a reduction in the number of 
innovations produced in the United States.li/ Some observers 
have suggested that exports of U.S. technology in the past have 
contributed to foreign competitiveness now threatening U.S. 
industry. It is argued that continued exports of technology 
would reduce the competitive position and growth potential of 
U.S. industrle-.ij/

2«/See National Science Foundation (1978) and Mogee (1980). 
See the background paper by Aho and Rosen (1980) for a more 
complete discussion.

25/See Baranson (1978).
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The purpose of this lection is to examine what is known 
about the effect of technology inflows and outflows on the 
trade performance of U.S. industry. The paper concentrates on 
commercial or business transactions, especially licensing and 
foreign direct investment. Other impacts of such technology 
flows are beyond the scope of this section. For example* 
technology transfer may also affect earnings and employment* 
income distribution, prices of goods and factors of production, 
and the structure of industry.!*/

This section reviews indicators of technology inflows and 
outflows, data on U.S. trade, and research findings of the 
effects of technology transfer on U.S. international trade. It 
provides several results. First, indicators of technology 
transfer show that most technology inflows and outflows occur 
in the sane two aggregate industries, machinery and chemicals, 
and mostly between affiliates and parents, both U.S. and 
foreign-based. Thus, the United States and other countries 
exchange technology in the same industries. But, the data 
suggest that the United States may be a net exporter of 
technology since the indicators of outflows far outweigh 
inflows of technology through foreign direct investment and 
licensing.

Second, research indicates that technology transfers from 
the United States make only a snail contribution to foreign 
production capabilities because of the existence of 
host-country competitive firms and of learning costs which are 
necessary and tend to reduce net gains.

Third, overseas markets are an important determinant of 
U.S. firms' domestic RtD spending decisions, and hence, 
possibly their technological capabilities and export 
potential. Moreover, overseas RfcD activity results in mutual 
benefits between parents and affiliates, although a larger 
proportion of benefits goes to affiliates. Foreign firms' RtD 
activities in the United States may have similar results.

Fourth, the trade data and research provide little evidence 
on the effects of technology transfer on U.S. exports in 
machinery and chemicals. There appears to be no consistent 
relationship between exports and foreign investment. In two 
high-technology industries, the results are conflicting: 
exports are complementary to foreign investment for 
pharmaceuticals, but for semiconductors, foreign production 
substitutes for exports. The data do not confirm a large 
negative impact on U.S. trade performance for the two sectors 
where overseas investments are largest, machinery and chemicals,

2£/For a detailed discussion of possible effects on the U.S. 
economy, see U.S. International Trade Commission, Department 
of Commerce and Department of Labor (1978).
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Fifth, annual foreign direct investment out of the United 
States is growing and is currently about one-fifth of total 
domestic investment. These increased outflows strengthen our 
linkages with the rest of the world economy and leave a greater 
{•pact on the balance of paynents and the structure of U.S. 
trade. However* the direction and magintude of the effects is 
difficult to ascertain.

5.2. Measurement and Conceptual Prpbl»ms_j_n__Assesslng 
Technology Transfer

Determination of the effects of technology transfer on the 
U.S. trade performance is fraught with difficulties. There are 
currently no methods to measure technology transfer directly, 
and hence, to assess "-.he effect of technology transfer on 
trade. These two proolems are discussed in turn.

5.2.1. Measures of Technology Tranifer

A major problem is one of defining and measuring 
technology and its transfer. Technology may be defined as the 
knowledge needed to apply scientific and engineering principles 
to the design and manufacture of products and to the day-to-day 
operations of production. Unfortunately, this general 
definition provides few principles on which to develop measures 
of knowledge and its flows. While we would like to have a 
measure of the quantity of technology (or knowledge) traded, 
its price per unit, and the extent to which it is utilized, we 
have been unable to develop clear, unambiguous measures of 
technology transfer.

To circumvent this problem a variety of proxy variables or 
indicators have been used. Indicators of technology flows are 
trade data (exports and imports), licensing royalties and fees, 
and foreign direct investment. The major difficulty in using 
the indicators is one of distinguishing the extent to which 
reported values reflect technical know-how which accompanied a 
product sale, a licensing agreement, or foreign direct 
investment. For example, a U.S. firm may sell a 
high-technology product or a new product, and include as part 
of the sale, training to use the new product (e.g., 
computers). Similarly, recorded values of licensing royalties 
do not distinguish licenses which permit legal use of a 
technology (sale of patent only) from a sale of patent plus 
training and know-how to use the technology. Hence, these data 
are not wholly adequate, but are used as indicators of 
technology transfer.2?/

12/For a full discussion of how these data are useO as
indicators and of problems in using them, see the background 
paper by Okubo (I960).
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5.2*2., Aliening the Bf fects off Technology Tr«n»f»r

Measurement of technology transfer is only one of luny 
difficulties in assessing the impacts of technology transfer on 
trade balances. Ideally, an evaluation of these impacts should 
look at both outflows and inflows of technology and their net 
benefits. The evaluation should take into account a number of 
variables, including changes in foreign production 
capabilities, price and quality of the foreign product, and 
changes in foreign supply and demand for U.S. exports. Such an 
evaluation requires very detailed data, many of which are not 
available. In addition, consideration must be given to the 
interdependence between technology transfer and change* in 
production capabilities for both the recipient and donor of the 
technology. That is, technology transfer nay enhance the 
production capabilities of both.lS/

5.3. Technology Transfer and Effects 

5.3.1. Technology Inflows and Outflows

Data on foreign direct investment, licensing, and RtD 
spending can be used to examine technology flows into and out 
of the United States. A review of these Indicators of 
technology transfer or transfers of know-how provides several 
results.!*/

First, U.S. investaents abroad far outweigh investments in 
the United States by foreign firms. The magnitude of U.S. 
investments overseas is almost four times that which is 
invested in the United States. (In 1978, the proportion of net 
book value of inward investment to net book value of outward 
investment was 24 percent for all industries and 22 percent for 
manufacturing). Also, investment of U.S. affiliates abroad is 
growing more rapidly than U.S. domestic Investment. (See 
figure V-ll).

Second, data on licensing and RH> spending indicate that 
the United States tends to be a net exporter of technology. 
Net receipts of royalties and fees by U.S. parents are far

2£/See Okubo (1980) for more detail.

29/ibid. Okubo (1980) provides a detailed discussion is
ot the patterns and magnitudes of flows and the section in 
which these flows may be deemed important. The flows are 
divided into those between American-based parents and their 
affiliates, American firms and nonaffiliated foreign firms, 
and foreign-based parents and their affiliates in the United 
States.
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than net payments made by affiliates of foreign firns. 
Receipts also greatly exceed payments to nonaffiliated firms. 
A comparison of transactions of U.S. firns with affiliates and 
nonaffiliates shows that transactions with nonaffiliate firms 
comprise a snail proportion of total. Transactions with 
nonaffiliates are alto growing at * slower rate than 
transactions with affiliates.

Third, foreign investment into the United States resembles 
U.S. firms' investment abroad. Most of the investment has 
occurred in the manufacturing lector, and within manufacturing, 
in the chemical and machinery industries. These two industries 
dominate licensing transactions and R&D spending. U.S. firms 
have invested more heavily in the machinery industry than in 
the chemical industry, and correspondingly* net licensing 
receipts are largest for machinery. Also, overseas RtD 
spending in machinery has been larger than in other 
manufacturing industries. The chemical industry ranks second 
in this comparison of U.S. investments abroad.

A similar pattern can be seen for foreign investment into 
the United states. The largest proportion of investments has 
been made in chemicals, followed by machinery. The largest 
fraction of RID spending in the United States has been made in 
chemicals (55.2 percent of manufacturing RID expenditures in 
1974). but machinery lags far behind (with 16.6 percent). Net 
payments of royalties and fees by manufacturing industries are 
not available to make an appropriate comparison of inflows and 
outflows of technology, although it has been determined that 
net licensing outflows occurred in chemicals and allied 
products, especially pharmaccuticals, industrial and 
agricultural chemicals, and plastics.30/ Hence, trade in 
technology occurs in the same (aggregate) industries, machinery 
and chemicals, for affiliates and nonaffiliates and for 
American-based and foreign-based firms. However, a more 
detailed breakdown of manufacturing industries than is 
currently available is needed in order to determine whether or 
not the United states exports and imports similar or different 
types of technologies.

5.3.2. Changes in Capability

Available research provides some insights into the effects 
of technology transfer on productive capabilities, but no 
definitive conclusions.2V The research suggests that

30/See Meryl L. Kroner (3980). It should be noted that film 
rentals are excluded free tl.. data.

H/See Okubo (1980) for a more detailed discussion of 
research findings.
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technology transfer by U.S. multinationals Hakes a »all 
contribution to foreign capabilities, although the rate of new 
product introduction has been rising. Similarly, technology 
transfers into thtt United States by foreign firms provides a 
snail benefit to the United States. There are three major 
reasons why such transfers wake a small contribution to the 
technological capability of the recipient country In the 
machinery and chemical industries. First, there are 
substantial adaptation and learning costs necessary to transfer 
technology, which reduce the net benefit of the transactions. 
Second, the types of facilities established suggest little 
transfer of know-how: assembly plants in developing nations, 
and in industrial countries, more complex manufacturing 
facilities using well-established, stable production 
processes. Third, a major fraction of U.S. investment occurs 
in industrial nations, t>t:ere competitive domestic firms already 
exist.

Research has found that transactions between U.S. firms and 
foreign-based nonaffiliat&s probably do not enhance 
technological capabilities in industrial nations because 
learning costs must be incurred before foreign firms can take 
full advantage of the technology and because potential 
licensors often do not wish to share process technology. 
However, such a conclusion is not so clear for developing and 
newly developed nations. It has been found that U.S. firws 
prefer to license their older technologies, and the experiences 
of countries, such as Brazil, Mexico, Korea, suggest that 
others can gain by licensing these technologies. But, we do 
not know the length of time over which tt.ese capabilities are 
enhanced, whether or not the technology could have been 
acquired from other countries, or the time period required to 
develop the technology independently.

5.3.3. Effects on Trade.Performance

We can attempt to gain some insights about trade 
performance, specifically, in the machinery and chemical 
industries, by reviewing past trade data. The trade data can 
be used to examine patterns and relative magnitudes of flows In 
the machinery and chemical industries and to compare trade 
performance in other manufacturing industries. These data can 
help determine how well or how poorly the United States trade 
in these sectors has been doing.!2/

The chemical and machinery industries are generally 
considered RiD-intensive along with aircraft and professional 
equipment and Instruments. The former account for about 75

IZ/Trade performance is discussed more fully In Okubo (1980)
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percent of the positive trade balance in RCD-intensive goods 
(according to the NSF definition of RtD intensive goods) and 
over 50 percent of all manufactured exports. As a fraction of 
manufactured imports, however, they have risen fairly rapidly, 
from 20 percent in 1961 to 30 percent in 1977.

Of the three industries, nonelectrical machinery 
dominates. It accounts for about 50 percent of the 
RtD-intensive trade balance and a fairly constant fraction (28 
percent) of total manufactured exports between 1961 and 3977. 
The share of manufactured imports has been rising from J 
percent in 1961 to 12 percent in 1977. For most of the 
1961-1977 period, export growth outpaced import growth as shown 
by the trade balance, with a particularly sharp rise between 
1972 and 1975. However, imports of nonelectrical machinery as 
a share of total manufacturing imports have grown more rapidly 
than exports of nonelectrical machinery as a share of total 
manufacturing exports. (See Figure V-12).

Electrical machinery comprises snull fractions of total 
U.S. manufacturing exports and imports, but these shares have 
been rising. (See Figure V-12). The trade balance shows an 
uneven growth in exports relative to imports.

Chemicals account for about 20 percent of R&D-intensive 
trade, and have maintained a fairly constant percentage, of 
manufactured trade, with exports at about 13 or 14 percent and 
imports at about 7 percent of manufcctured trade. The 
chemicals trade balance rose steadily over the 1960-1977 
period, with a sharp increase in 1972.

In looking at U.S. trade, the data show that the United 
States has performed relatively well in the machinery and 
chemical industries, which are also those industries in which 
U.S. firms have invested heavily abroad. It has only been 
recently that the growth of export?, especially of machinery, 
has not kept pace with the growth of imports. In those 
industries in which the United States has invested relatively 
little abroad, the United States has performed poorly in the 
past two decades. The trade data, thus, do not show a clear 
negative effect of technology transfer on the aggregate U.S. 
trade performance, although we do not have enough information 
as regards what would have occurred in the absence of such 
transfers to make definitive statements as to their effects.

An examination of export trade shares with major trading 
partners does not provide such a sanguine picture. U.S. export 
shares of world trade fcr chemicals and machinery have been 
steadily declining over the 1965-1976 period. Foreign 
competitors froa Germany, Belgium, and the Netherlands have 
been gaining in the chemical industry, while firms from 
Germany, France, and Japan increased their trade shares in both 
nonelectrical and electrical machinery. Hence, it appears that 
in the industries in which the United States has had large
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export earnings and also concentrates its technology 
transactions (into and out of the country), other countrle. 
have been competing effectively for world market shares. These 
data, of course, provide no information about the trade effects 
of technology transfers or changes in technical capabilities in 
these countries.

There is a small body of empirical research which provides 
some information about these effects. Most of these studies 
have not looked at technology transfers specifically, but have 
examined the impact of foreign direct investment on trade 
performance. The assumption underlying these studies is that 
foreign direct investment out of the United states substitutes 
for direct investment which would have been made by competitive 
foreign firros.ll/ These studies are reviewed in section 5.4 
which examines the effects of foreign direct investment on U.S. 
trade performance. These studies provide no definitive 
conclusions about the effects of technology transfer abroad on 
U.S. trade competitiveness.

5.4. Direct Foreign investment and U.S^CompetitJveness

Direct foreign investment can influence U.S. comparative 
advantage in several different ways. On the production side, 
direct foreign investment transfers capital abroad and in the 
major vehicle for international transfers of technology by the 
private sector. (See Table V-17). As shown in Tables v-)7 and 
V-)8, the United States is a net exporter of both technology 
and capital. The data on fees and royalties indicate that 
receipts for technology transferred abroad exceed payments wade 
for imported technology ten-fold. The data on foreign direct 
investment indicate that the stock of foreign investment held 
by U.S. residents is four-times the investment stocks in the 
United states held by foreigners.

Data presented in Tables V-19 and V-20 indicate that 
production capacity of foreign affiliates is growing more 
rapidily than domestic capacity. This trend is also 
illustrated in Figure V-ll. Hence, the effects of this 
investment on U.S. trade flows and production are of growing 
importance. If the United States has a comparative advantage 
in high-technology goods or in capital-intensive goods, the 
transfer of U.S. technology and capital abroad may tend to 
reduce this comparative advantage by reducing the "technology 
gap" or by reducing the difference in relative capital 
Intensities of production at home and abroad from what they 
would otherwise have been.

er assumptions can be made about the nature of 
investments made; that is, foreign investment replaces 
investment in the United States, or increases total world 
investment. See Aho and Lipsky (1973) and Hufbauer and Adler 
(1968).
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Table V-17

Fees and Royalties-Payments and Receipts in 1978 
(in millions of dollars)

Total Receipts 5,429
From Affiliated Foreigners 4,364
Fro» All Others 1,065

Total Payments 610
To Affiliated Foreigners 396
To All Others 214

Western Europe

Total Receipts 2,286
From Affiliated Foreigners 1,926
From All Others 360

Total Payments 344
To Affiliated Foreigners 190
To All Others 154

Other Europe

Total Receipts 340
Fron Affiliated Foreigners 235
Froia All Others 105

Total Payments 241
To Affiliated Foreigners 121
To All Others 20

Canada

Total Receipts 759
From Affiliated Foreigners 698
From All Others 61

Total Payments 137
To Affiliated Foreigners 127
To All Others 10
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Table V-17 (cont'd)

Latin American Republics and Other Jtestern Hemisphere

Total Receipts 412
From Affiliated Foreigners 323
From All Others 89

Total Payments 33
To Affiliated Foreigners 19
To All Others 14

Total Receipts 744
From Affiliated Foreigners 401
From All Others 343

Total payments -51
To Affiliated Foreigners -66
To All Others 15

Australia, New Zealand and South Afriga

Total Receipts 252
From Affiliated Foreigners 206
From All Others 46

Total Payments 3
To Affiliated Foreigners 2
To All Others 1

Other Countries ijiAsja and Ajr ica

Total Receipts 634
From Affiliated Foreigners 573
From All Others 61

Total Payments 5
To Affiliated Foreigners 4
To All Others )

Source: Survey of Current.Business, 
January 1980
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Table V-18

U.S. Direct Investment Abroad (Stocks) 
(in billions of dollars)

Total 
Area Year-End 1978

Canada 37.3

Europe 69,7

Other Developed Countries 14.0

Latin America 32.5

Other Developing Countries 8.0

•International Organizations 6.9 
and Unallocated

Total 168.1

Foreign Direct Investment in the
United States (total) 40.8

Source: Survey of_Current Business,
August 1979^nd International Economic 
Repor t_p_f.. the President, January 1980
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Table V-19
Plant and Equipnent Expenditures In the United States 

(in billions of dollars)

Total

Manufacturing

Electrical machinery

Food Products

Paper

Chemicals

Rubber

Other Manufacturing

Other

linery

>t electrical

equipment

tring

1966taB^**^^

60.6

22.6

1.2

2.9

2.0

1.4

1.5

3.0

.4

10.2

38.0

1979

176.4

78.3

5.1

8.2

7.8

5.1

4.8

8.4

1.9

37.1

86.2

Percent 
Growth

291

346

425

283

390

364

320

260

475

364

227

Survey of Current Business,Source: __ _ _ _ __ _
May 1967 and January 1980
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Table V-20

Plant and Equipment Expenditures Abroad by Majority-Owned
Foreign Affiliates of U.S. Corporations

(in billions of dollars)

	Percent 
	1966 1979 Growth

Total 8.7 37.4 430

Manufacturing 4.4 1C.6 423

Electrical machinery .2 13.0 650

Machinery except electrical .9 5.2 578

Transportation equipment .9 3.7 411

Food products .3 1.3 433

Paper .3 1.1 367

Chemicals .9 3.0 333

Rubber .2 .3 150

Other Manufacturing .7 2.7 386

Other 4.3 16.2 377

Source: Survey of Current Business ,
December 1973 and September 1979
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On the demand side, foreign direct investment nay stimulate 
the demand for U.S. goods and services complementary to those 
produced abroad by U.S. affiliates. The net effects of foreign 
direct investment on U.S. trade flows has been a subject of 
considerable debate. The problem in empirically resolving the 
debate has been the inability to observe what would have 
occurred in the absence of the direct foreign investment. 
Assumptions, or some method of estimation* must be relied upon 
to determine the counterfactual state. Therefore, estimates of 
the effects of foreign investment have tended to be speculative.

5.4.1. Review of previous Studies

Most previous studies of the trade effects of foreign 
direct investment have used assumptions in order to construct 
the counterfactual state. Such studies include those done by 
Stobaugh (1972), Hufbauer and Adler (lyfcS>i the U.S. Tariff 
Commission (1972) and Robert Hawkins (1972»li/.

Although more recent research has attempted to determine 
the counterfactual states through empirical estimation, the 
results of these studies, too, have been inconclusive. Frank 
and Freeman (197S) found a negative effect on U.S. exports, 
whereas Bergsten, Horst and Koran (1978) found almost no 
effect. Adler and Stevens (1974) were unable to estimate the 
critical parameters needed in order to determine the 
counterfactual state and were forced to rely on assumed 
parameters.

Host of these previous estimates of the effects of direct 
foreign investment have looked at the combined effects of 
technology transfer and capital transfers with no attempt to 
separate then. Section 5.3 of this report summarized the 
evidence on the effects of technology transfer alone. We shall 
only note here that since most technology transfers seen to 
have been accomplished through foreign direct investment, these 
studies of the trade effects of foreign direct investment 
presumably capture the bulk of the effects of technology 
transfer.

One study which attempted to measure the effects of the 
capital transfer separately was done by Peggy Kusgrave (1975). 
But Husgrave only estimated the effects of capital transfers on 
income of U.S. labor and income of U.S. owners of capital, not 
the effects on U.S. trade flows. In order to estimate the 
effects on trade flows, one must first estimate the effects of 
the foreign investment on domestic and foreign capital stocks.

li/For a good review of this literature see Aho and Lipsky 
(1973).
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To date, this has not been successfully Accomplished. The 
second step is to determine the effect of this redistribution 
of capital stocks on trade flows.

5.4.2. Effects on Exchange Rates

One aspect often overlooked in studies of the effects of 
foreign direct investment and technology transfer on U.S. trade 
flows is the effects which occur through effects on the 
exchange rate. When investment funds go abroad, the outflow of 
investment funds causes the dollar to depreciate in foreign 
exchange markets. The decline in the dollar then decreases 
U.S. imports and increases U.S. exports.

When income from these investments is returned to the 
United States, the reverse procedure occurs, and there is a net 
negative effect on the U.S. trade balance. Recently, net 
inflows of investment income and fees and royalties have become 
significant elements in the overall U.S. balance of payments. 
In 1979, receipts of income from U.S. direct investments 
abroad, including fees and royalties, were $44.0 billion, 
whereas such payments to foreign owners of capital were only 
$6.6 billion. Also, U.S. investors increased their foreign 
investment by $24.8 billion in 1979 while foreign investors 
increased their U.S. investment by $7.7 billion. Hence the nr'. 
result of these transactions was an inflow into the United 
States of $21.3 billion. Under a system of flexible exchange 
rates, this net inflow of dollars would tend to cause an 
offsetting deficit in the other items of the U.S. balance of 
payments, including the trade balance.

6. Taxation and U.S. Competitiveness 

6.1. Introduction and Summary

Taxation may have different effects on the prices of 
different goods. Thus the competitiveness of individual 
industries and the pattern of U.S. trade flows could be 
affected if these price effects are not uniform, although, over 
a period of years, exchange rate adjustments should eliminate 
any effects on the overall trade balance. Furthermore, taxes 
may systematically change relative prices if their incidence 
rests more heavily on some factors of production than others, 
and may therefore affect U.S. comparative advantage, ror

15/Theoretically, there should be no effect on short-term 
capital flows. Such flows are determined by changes in 
expectations about future exchange rates, not by actual 
changes in these rates.
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example, K higher tax on capital than on other factors of 
production would raise the relative prices of those goods which 
were relatively capital intensive. If the United States had a 
natural comparative advantage in capital-intensive goods, the 
effects of the tax would be to reduce this comparative 
advantage. Finally, taxes Bay influence international 
investment flows, or flows of Incone from existing investment 
stocks, and may therefore affect the overall trade balance 
under a system of floating exchange rates. This is tru« 
because, in the absence of official intervention in the market 
for foreign exchange, a net inflow (outflow) of private 
investment or income from private investment must be matched by 
an equivalent net deficit (surplus) in the balance of trade.

The purpose of this section is to review the most recent 
analyses of the effects of various U.S. taxes and potential 
taxes on U.S. investment and trade flows. It discusses the 
effects of three taxes most often cited as having important 
effects on U.S. competitiveness in international trade. These 
are: (1) The U.S. corporate income tax, including the special 
provisions for Domestic International Sales Corporations 
(DISCs) and deferral of taxes on non-repatriated foreign source 
income; (2) the value added tax, including border tax 
adjustments; and (3) U.S. income taxes on Americans working 
abroad.

6.2. The Effectsof the US. Corporate lncoae_Tax:_on_U.S.

The U.S. corporate income tax can affect trade patterns if 
it increases the cost of capital to U.S. firms. An increase in 
the cost of capital would increase the price of capital 
intensive goods relative to other goods. This would tend to 
shift U.S. production away from capital intensive goods and 
cause reduced exports and increased imports of capital 
intensive goods. Similarly, there would be increased exports 
and reduced imports of goods in which capital costs are a 
relatively small share of total costs.

The magnitude of these changes and the industries affected 
are not known with any degree of precision. In part, this is 
due to the uncertainty in the extent to which the corporate tax 
is born by suppliers of saving and, therefore, does not 
increase the cost of capital to firms. There is evidence of a 
substantial variation among industries in the ratio of 
corporate taxes paid to the total value of industry output. 
This reflects differences in capital intensity and 
profitability, and special tax provisions affecting particular 
industries. However, there is no conclusive evidence on the 
txtent to which these differences in the ratio of corporate 
taxes to total costs are translated into differences in 
relative prices and changes in trade patterns*

V-58



560

6.2.1. The Effects of Deferral on Competitiveness

Deferral encourages foreign as opposed to domestic 
investment and export as the means for supplying foreign 
markets. Deferral may also encourage technology transfer 
since, with direct foreign investment, technology can be 
transferred internationally and still remain internal to the 
firm. The effects of deferral on trade flows have not been 
estimated. However* calculations have been made of the effects 
of deferral on U.S. domestic investment and on foreign 
investment flows. Horst (1977) estimates that elimination of 
deferral, with no offsetting reduction in the corporate tax 
rate would increase new domestic investment by U.S. based MNCs 
from SI.4 to $3.6 billion and decrease new direct foreign 
investment outflows by from $1.5 to $3.8 billion. Rousslang 
(1979) has calculated that elimination of deferral, accompanied 
by an offsetting reduction in the general corporate tax rate, 
would increase the equilibrium stock of domestic capital by 
from .2 to .4 percent and reduce the equilibrium stock of 
foreign investment by frcm 2 to 4 percent. These latter 
results indicate that deferral is not likely to have very large 
effects on trade competitiveness through its effects on foreign 
production capabilities.)

6.2.2. Effects of the DISC on Competitiveness

DISC was adopted in 2971 as a means of encouraging U.S. 
exports and also investment in the United states as opposed to 
abroad. A DISC is a corporation which receives a special 
(reduced' tax rate on income attributed to it. By giving a tax 
break to exporters, it was hoped that DISC would both increase 
exports and cause some additional domestic investment at the 
expense of new foreign investment. This substitution of 
domestic for foreign investment was supposed to occur because 
DISC made exporting more profitable relative to foreign direct 
investment as the means of supplying foreign markets.

€.3. The Potential Effects on Competitiveness of A Value-Added 
Tax with Border Tax Adjustments

A value-added tax is a multistage tax on consumer good;; and 
services. Many have expressed the view that a value-added tax 
would improve the U.S. trade balance. The GAT? and Subsidies 
Countervailing Measures Agreement permit destination principle 
border tax adjustments for indirect taxes such as value-added 
or sales taxes, but not for direct taxes such as the corporate 
income tax or the social security tax. In other words, 
indirect taxes can be Imposed on imports and rebated or not
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levied on exports, but no explicit adjustment* can be Hide for 
direct taxes. Although it is doubtful that the U.S. trade 
balance would improve significantly from imposing a value-added 
tax, a value-added tax nay affect the export competitiveness of 
sone industries.

A general value-added tax of 5 percent will tend to 
increase prices by 5 percent. Since the tax would be rebated 
on exports, just like state retail sales and Federal excise 
taxes, exports would leave the country tax free. While 
domestic prices would be S percent higher, export prices would 
remain unchanged. Foreign consumers, therefore, would find 
U.S. products no more attractive than before; there would be no 
increase in demand for U.S. exports. Similarly, since imports 
would be subject to the value-added tax, their prices also 
would increase by 5 percent, the same as for domestic 
products. Thus, on both the export and import vide, there 
would be no impact on the U.S. trade balance from imposing a 
value-added tax.

Substituting a value-added tax for some direct tax, would 
improve the trade balance only if the price level increased by 
less than the value-added tax. It is important to recognize, 
however, that other countries might attempt to offset any trade 
advantage by substituting higher value-added taxes for their 
direct taxes. Finally, exchange rate adjustments would 
eventually eliminate *ny trade advantage.

Host of the European-type value-added taxes are not 
uniform; preferential rates apply to necessities and higher 
rates to luxury items. Although it will not affect the overall 
level of exports, a non-uniform value-added tax can affect 
export performance on an industry basis. Suppose a relatively 
high value-added tax is imposed on the output of one industry 
and a relatively low value-added tax on the output of another 
industry. The relatively higher value-added tax will 
discourage domestic consumption of that industry's output. 
Given the production capacity of the industry, the reduced 
domestic consumption will be offset by increased net exports. 
Similarly, the relatively low value-added tax will encourage 
domestic consumption and will thereby reduce net exports. 
Thus, a non-uniform value-added tax will increase net exports 
of goods taxed more heavily than average and reduce net exports 
of goods taxed more lightly than average.

6.4. Taxation of Americans Working Abroad and the Effects on 
Competitiveness " ——

This issue is treated in depth in the report submitted 
under Section 1110(a).
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7. ENERGY AND U.S. TRADE COMPETITIVENESS

7.1. Overview

One implication of the traditional theory of international 
trade is that a country will have a comparative advantage in 
those goods requiring intensive use of that country's 
relatively inexpensive factors of production. If energy is 
relatively inexpensive in the United states, the theory would 
predict that the United States would specialize in producing 
and exporting products which are energy-intensive, all other 
things equal. This section attempts to assess the impact on 
U.S. competitiveness of increased energy prices induced from 
the outside as well as from domestic price decontrol. It must 
be recognized, however, that the effect of higher oil prices is 
a highly complex problem. Thus, this section should be taken 
as only suggestive of the full effects.!!/

Before 1973, energy prices in the United states and Canada 
were much lower relative to their major competitors. Table 
V-21 presents the 1972 prices of different energy sources for 
the United States and eight other countries, by sector. While 
the differential in gasoline prices was substantial, the 
clearcut advantage for the United States came from the enormous 
price advantage in the industrial sector.

Table V-22 illustrates one result of the energy-price 
disparities. The United States and Canada, where energy prices 
were relatively low, both have a substantially higher intensity 
of energy use per million dollars of gross domestic product 
than do the other industrialized countries. A study of U.S. 
production for foreign markets reflects this same intensity of 
energy use.

7.2. The Energy Intensity of U.S. Trade

Tables V-23 and V-24, respectively, focus upon the most 
competitive and the leant competitive U.S. manufacturing and 
agricultural exporting sectors, as measured by share of total 
OECD exports.3J/ The industries covered constitute

3£/A more indepth analysis of the impact of oil (and energy 
prices in general) on U.S. competitiveness is currently 
being undertaken by the staff of the Department of Labor** 
Office of Foreign Economic Research.

22/Manufactures are lifted on an SITC basis, and agricultural 
sectors conform to the 154-sector BLS input-output aggregate 
categories for agriculture.
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	Table V-22

1972 Energy Use per Million
Dollars of Gross Domestic Product

Country Energy Usej/

Canada 1,772
United States 1,480
Netherlands ),272
United Kingdom „ 1,121
Sweden 1,062
West Germany 1,031
Italy 915
Japan 849
France 795

.A/Tons oil equivalent per million dollars GDP. 

Source: RFF, p. 26
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approximately two-third* of manufactured exports, by value* and 
one-half of agricultural exports.

The column labeled '1973 Total Energy Index* gives the 
approximate total 1973 energy value embodiment for a given 
value of industry output relative to an unweighted average of 
all 95 input-output (1-0) manufacturing sectors. Total energy 
value refers not only to the energy used directly by an 
industry, but also to the energy used by other industries 
supplying the given industry with inputs. For example, for the 
aircraft industry it includes not only the electricity used in 
welding airframes, but also the electricity used in making the 
aluminum purchased by the aircraft industry. Table V-25 below 
summarizes the broad categories listed in Tables V-23 and V-24, 
giving U.S. export-weighted average values for each category.

Other input-output studies of the energy intensity of U.S. 
international trade have concluded that the UniteO States Is a 
net energy importer, even when Quitting some direct energy 
imports such as crude oil, or when omitting enerqy-intensive 
raw material imports.38/ However, Table V-25 suggests that 
with respect to manufactures and agriculture, many of the 
products in which the United States had a competitive advantage 
are energy-intensive products.

Table V-25 

Energy Intensiveness Relative to U.S. Competitiveness

1973 Total
Market Energy

Category Share Index

2 Host Competitive Agricultural Sectors 

15 Most Competitive Manufacturing Sectors 

15 Least Competitive Manufacturing Sectors

2 Least Competitive Agricultural Sectors 

Source: Prepared by I'\B/OFER

These conclusions are not necessarily contradictory. 
First, one study was based on 1963 and 1967 trade, another on

38/See Fleleke (19/S) and Hillman and Bullard (1978).
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1970 trade, whereas the present analysis was on 1973 trade 
data. Secondly, each study covers different bundles of traded 
goods, with different definitions and factor intensities. 
Finally, the figures reported here omit the extractive 
industries, fhich can be very energy-intensive. Further, one 
should note that comparative advantage depends upon all factor 
costs, not just energy. Because the United States is believed 
to have an abundance of other factors such as capital and 
skilled labor, it is difficult to separate out the effects of 
lower energy costs.

7.3. Decontrol _pf_Qi_!^Prices

The decontrol of oil and natural gas prices, already 
underway, will be a factor affecting U.S. energy use and 
supplies. For example, when oil price decontrol began in June 
1979, the average barrel of imported crude oil cost 
approximately eight dollars more than a barrel of domestic 
crude. When decor.-rol is complete in October 1981, the two 
should cost the sane, equal to the then-prevailing world price 
of crude.

Oil price controls in effect since the early 1970s may 
possibly have given a competitive advantage in world markets to 
energy-intensive U.S. industries. Whether this is indeed the 
case must await a full study. But, if so, then once decontrol 
takes hold and U.S. oil and natural gas prices rise toward 
world price levels, the energy-intensive U.S. industries could 
be adversely affected.

The substitution of coal for oil and natural gas as sources 
of energy would be expec'.ed to ameliorate, over time, the 
impact of rising oil and natural gas prices on energy prices in 
general. However, this very substitution, ir. the United States 
and abroad, will nean increasing domestic and foreign demand 
for coal impinging upon U.S. coal supplies. This can be 
expected to bring a parallel rise in coal prices.

7.4. Concluding Remarks

The above findings suggest the following consequences of a 
continued rice in petroleum prices:

-The continued rise in energy prices will cause a rise in 
transportation costs which will have an adverse effect on 
international trade.

-The continued rise in energy prices will impact heavily 
on direct energy imports and imports of energy-intensive 
ores and raw materials, possible resulting in a worsening 
U.S. trade balance.
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-As energy price decontrol takes effect, the price of U.S. 
energy will rise in relation to other countries. This 
could cause prices of some of the Bore-competitive U.S. 
exports to rise relative to its less-competitive goods, 
possibly resulting in increased competition for U.S. 
industry.

8. LABOR-MANAGEMENT RELATIONS AND INTERNATIONAL COMPETITIVENESS

8.1. Introduction and Summary

The labor-management relations system of a firm refers to 
the rules governing the functions, responsibilities and 
behavior of workers and managers. These relations are often 
formalized in a contract or collective bargaining agreement 
which is recognized by law in most countries as binding on both 
labor and management.

A firm's system of labor-management relations can have an 
influence on its cost structure, output levels and 
productivity, and hence can affect a firm's ability to compete 
in vorld markets in a number of ways. First, labor-management 
relations determine, to a large extent, the allocation of 
resources within the firm (or within each firm in an 
industry). The assignment of workers to tasks, the length of 
the working day, week and year, the level of employee 
performance which can be required, the health and job afety 
standards of the workplace, career mobility, wages, 1*inge 
benefits and other critical aspects of the organization of 
production within firms are largely determined in 
labor-management agreements. All of these factors have 
potentially significant impacts on the firm's productive 
efficiency, although their net effect is difficult to 
determine.

A second way in which labor-management relations may affect 
productive efficiency is the role these relations pity in the 
ability of firms and workers to adapt to changes in the 
technology of production. The introduction of new techniques 
of production into a plant normally involves a reorganization 
of employment, accompanied by a new set of occupations, the 
hiring of new employees and possibly reductions in employment 
of experienced employees, the reassignment of tasks, etc. The 
efficiency with which the new technology can b« brought on-line 
will be related to the built-in flexibility and adaptability of 
the firm's labor management relations system.

A third way in which labor-nanagement relations can affect 
productive efficiency is in their role in developing worker 
morale and discipline, resolving conflicts and grievances 
between workers and managers, protecting workers Crop arbitrary
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management behavior and enforcing fairness in the workplace. 
These factors, however intangible, are critically important 'for 
the snooth, efficient operation of a firm.

Substantial differences exist among the labor-management 
relations systems of industrialized countries, reflecting 
differences in their economic, historical and cultural 
settings. Differences also exist in the roles which government 
policies have historically played in directing or encouraging 
the formation of particular types of labor-management relations 
systems within and among nations. The next section compares 
some of the characteristics of the labor-management relations 
systems of the major industrialized nations which nay have some 
influence on the international competitiveness of their 
industries.

8.2. Empirical Measures of Labor-Management Relations Systems

Quantification of the characteristics of a country's 
labor-management relations system and their effects on the 
international competitiveness of a nation's firms and 
industries is difficult for a number of reasons. First, 
comparative data on many of the dimensions of labor management 
relations systems, such as employee discipline, morale, and 
confrontational attitudes of management, do not exist. 
Further, simple cross-national and cross-cultural comparisons 
of available characteristics pose problems of interpretation in 
the absence of a relatively detailed knowledge and 
understanding of the definition and measurement of 
labor-management relations concepts and an appreciation for the 
cultural context in which these variables are observed.

A second difficulty arises from the fact that it is 
unlikely that dramatic changes and fluctuations in the 
essuntial elements of the industrial relations system of 
different nations have occurred which, in and of themselves, 
have caused or have been largely responsible for the observed 
changes in competitiveness. Rather, it appears more likely 
that the importance of labor-management relations systems has 
been their role in the process of adaptation of firms to 
changes which have occurred in the technology of production. 
This is an area where detailed, almost industry-by-industry 
case studies of the interaction of economic trends and industry 
labor-management relations are required in order to produce 
meaningful, disaggregated industry measures.

The following set of tables present data on certain aspects 
of the labor-management relations of the manufacturing sectors 
of the major industrialized countries. The data do not purport 
to explain changes in competitiveness but rather to describe 
certain features of the systems which further research may or 
•ay not show to be important factors in international 
competitiveness.
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8.2.1. Worker* Covered by Collective Bargaining Agreenents

One Measure of the extent to which formal labor-management 
relations systems prevail throughout a country is the 
percentage of workers in the country who are covered by 
collective bargaining agreements. Table V-26 presents data 
from 1955-19*75 at 5-year intervals on the percentages of 
workers belonging to unions in the non-agricultural sectors of 
thirteen industrialized countries. These data are presumed to 
proxy the percentage of workers in each country with formalized 
labor-management relations.

The data show that, over tine, the percentage of workers 
belonging to unions has varied only slightly for any individual 
country. The relative ranking of countries has changed little 
since 1955 with the United States (31) and France (22), 
consistently having the smallest percentages of their 
non-agricultural work forces unionised. Sweden (83) and 
Denmark (74), on the other hand, have consistently had the 
largest percentages of their work forces unionized.

The degree of unionization measure does not capture the 
effects which labor-management relations have on 
competitiveness. Rather the measure simply indicates that 
there is relatively little variation among countries in the 
extent to which production is carried out under formalized 
labor-management relations.

8.2.2. Workers Involved in IndustriaLDisputes

Table V-27 presents an international comparison of 
industrial disputes and the number and percentage of working 
days lost as a result from 1970-77. In comparing these data, 
one nust be sensitive to the extent to which labor-Management 
relations problems lead to industrial disputes and work 
stoppages in different nations. These data do not characterize 
labor-management relations. They are one measure of a 
particular aspect of labor-management relations which result in 
a temporary reduction in output and possible loss of 
competitiveness. They also reflect differences in culture and 
environment national consensus.

Table V-27 includes industrial disputes which result in 
work stoppages. The number of such disputes ranges from a low 
of 54 in Germany in 1972 to « high 6,074 in the U.S. in 1974. 
The number of disputes varies widely both across countries and 
within countries through time. The annual number of disputes 
has been relatively constant between 1970-77 In the United 
States, the United Kingdom, and France while fluctuating rather 
sharply in Japan, Germany and Italy. The sharply rising trend 
in disputes In Japan seems to have leveled off after 1975.
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Table V-26

Union Membership as a Percent of Non-Agricultural 
Wage and Salary Earners

United States

Australia

Belgium

Canada

Denmark

Prance

Germany

Italy

Japan

Netherlands

Sweden

Switzerland

United Kingdom

19S5

34

64

NA

32

70

23

46

HA

38

44

70
*

43

46

JL960

32

61

62

31

70

24

41

55-60

34

44

68

41

45

1965

29

59

62

28

68

23

38

50

36

NA

71

33

45

1970

28

53

66

32

66

22

37

50-55

35

NA

79

36

46

1975

32

59

71

37

74

22

41

30-50

35

45

83

NA

54

Source: International Labor Affairs Bureau.

Note: Percentages for Belgium, France and Italy are from the 
EEC except for 1976 when data for Italy fcere reported 
by the Italian Embassy.
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Comparing the nunber of working days lost per 1,000 
employees, a relative measure of the effect of industrial 
disputes on output, Italy appears to suffer most, having lost 
1,844 days per 1,000 workers (2 days per year per worker) in 
1976. Germany, on the other hand lost only one day per 1,000 
workers in 1977, and appears to have lost only about 300 days 
per 1,000 workers from 1970-77. Little difference exists in 
this measure among the United States, United Kingdom and France.

The data show few emerging trends in the absolute nunber of 
industrial disputes or the number of working days lost due to 
industrial disputes. The data suggest that variations in the 
structural features of these economies and labor Markets, such 
as strike propensity, management attitudes, right-to-strike 
legislation, industrial structure, etc., determine the extent 
to which industrial disputes result in work stoppages. The 
year-to-year fluctuations which are observed within each 
country appear to have a strongly cyclical rather than secular 
component, indicating the likely presence of an Interaction 
between economic conditions and industrial disputes.

8.2.3. Hours Worked per Week

The supply of labor to a firm or industry as measured by 
the nunber of hours worked per week reflects, in part, an 
agreement between labor and management regarding the level of 
effort required by individual workers on the job. 
International differences in the average number of houri worked 
per week thus reflect social, cultural and econoaic forces 
which have been institutionalized, either explicitly or 
implicity, in labor-management agreements. To the extent that 
costs, productivity or other aspects of productive efficiency 
vary with the average number of hours worked per week, 
international differences in this variable aay affect a firm's 
competitiveness in world Markets.

Table V-28 presents a comparison of the average weekly 
hours worked in the manufacturing sectors of 7 countries for 
the period 1968-1978. Little differences are seen in this 
variable among the United States, Japan, Great Britain and 
France where approximately 40 hours are worked by each employee 
each week. Significantly lower average weekly hours are 
reported for Sweden (31), Italy (30) and Germany (32). 
Although a declining number of average weekly hours worked is 
evident in most countries, the notable exception being the 
United States, little variation through time is seen in the 
relative rankings of these countries.

8.3. Labor-Management Relations in Japan

The labor-management relations system of firms in Japan has 
been asserted to be a factor which has contributed enormously
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Year

1968
1969
1970
1971 
)972
1973
1974
1975
1976
1977
1978

Table V-28 

Average Weekly Bouts in Manufacturing, Seven Countries

France Germany

44.9
44.9
44.4
44.1
43.6
43.2
42.6
41.6
41. 5
41

N.A.
N.A. 
36.4 
35.5
35.1
35.0
34.1
33.0
34.1
33.

Great 
Britain

40.8 I/ 32.8

41.6
41.8
41.4
40.7
40.4
41.2
40.0
39.6
39.7
40.1

Italy

36, 
34, 
34, 
33,
32. 
31.
30, 
28. 
30, 
30.

United 
Sweden States

34.9
34.3
34.2
33.7
32.8
32.2
31.8
31.3
30.9
30.5

40.7
40.6
39.8
39.8
40.5
40.7
40.0

40.0 30.4 N.A.

39
40
40
40

Japan

N.A. 
N.A. 
N.A. 
N.A.
N.A. 
42.0 
40.0 
38.7 
40.1
40.1
40.2

i/ Average for 9 months.

Note: For all countries but France, average weekly hours refer to hours 
worked. For France, average hours refer to scheduled hours—normally 
scheduled hours adjusted to include overtime offered collectively and to 
exclude hours lost because of technical reasons or production 
cutbacks—of full-time employees. Data cover establishments with 10 or 
•ore employees. Annual averages were computed by averaging the figures 
for April. July, and October, and one-half the sum of the figures for 
January of the current and following year. For Germany, Great Britain, 
«nd Italy, non-production workers were assumed to have the same average 
hours as production workers.

For Germany, data include mining and cover establishments with 20 or more 
employees. The data cover all establishments In Great Britain, while 
only large establishments (those with 500 or more employees) are covered 
in Italy. The data for Sweden are from the national accounts and cover 
all wage and salary workers.

For Japan, data include establishments with 30 or more employees.

Prepared by: U.S. Department of tabor. Bureau of Labor Statistics, 
Office of productivity and Technology, September 1979.
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to continued and increasing productivity in Japanese 
Manufacturing. The cost important characteristic of the 
Japanese industrial relations system appears to be the 
"li£eti»e employment" system or the committment by firms to 
maintaining and guaranteeing the employment and earnings of 
their workers for life. Approximately twenty-seven percent of 
all workers in Japan are covered by the system of lifetime 
employment, the majority being employed in the relatively large 
firms. The practice of lifetime employment grew out of the 
historical and cultural context of Japanese economic 
development and contains a number of unique features which 
appear to be particulary conducive to increasing productivity.

Under the lifetime employment system, a company is 
committed to a worker for his entire working life (usually 
through age 55). The employee organization or union is an 
enterprise union to which the worker automatically becomes a 
member. The worker is guaranteed of job training and promotion 
within the company and is virtually immune from lay-off. The 
employment guarantee remains in effect even in situations where 
employment reductions are expected to be permanent, with large 
scale intra-and inter-plant and inter-firm transfers put into 
effect in periods of declining output. The employee is 
maintained by the company and, if necessary, is retrained for a 
new occupation entirely at the expense of the firm.

In such a system, the firm receives a great deal of 
cooperation from its employees which extends to all aspects of 
labor-management relations, including, most importantly, high 
worker morale and a positive attitude toward the introduction 
of new technology. These attitudes are reflected in a number 
of ways which increase productive efficiency; including, a 
reduced propensity to strike, a relatively low employee 
turnover rate, and low absenteeism rates. In particular, the 
guarantee against job or earnings loss under almost any 
circumstance appears to result in an extremely flexible, 
cooperative, stable system of labor-management relations.

To the extent that the system of labor-management relations 
in Japan has a positive effect on output and productivity, it 
may provide firms and industries in Japan a competitive 
advantage in world markers. The relative importance of each of 
the features of the system is not known but the degree of 
internal adaptability and flexibility which the lifetime 
employment system allows, particularly in the efficient 
adaptation to new technology, has probably bee*\ a significant 
factor in Japanese economic growth.

8.4. Summary

Differences among nations In the degree to which labor and 
management cooperate with one another can have an effect on the 
international competitiveness of their firms an* industries.,
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This seems to be the case in Japan and Germany, which have had 
the best trade performance in recent years and where labor and 
management cooperate closely with one another.

Close cooperation between labor and management can 
contribute to productivity growth and can enhance the 
adaptability of the economy to changes in the economic 
environment. The United States should consider encouraging 
joint efforts on the part of labor and Management to improve 
productivity. A critical element of such efforts is a policy 
which smooths the process of adjustment to economic change in 
order that costs of adjustments are not borne entirely by 
workers.

9. PRODUCT QOALm. PRODUCT DELIVERY, MANAGERIAL INITIATIVE

A number of nonprice factors enter into the demand function 
for a particular country's export goods. While some of these 
factors have been considered to be of some Importance, only 
one, delivery lags, has been ^ut to any economic tests. In an 
e*rly survey of British companies, the National Economic 
Development Council (1965) cited the following nonprice 
variables as important factors affecting export 
competitiveness: better marketing, improved design and a 
chi'.ge in product mix. For those companies exporting more than 
fifty percent of their output the key nonprice aechanisa was 
delivery lags. To these firms, delivery lags were considered 
as important as competitive prices.

Today, fifteen years later, one can read the same kind of 
testimony In Fortune and Business Week. Most of the evidence 
presented Is based on case studies which may be difficult to 
generalixe. Only with respect to waiting time U there a 
credible history of evidence. The first study to determine the 
role of delivery lags on export demand was by Steuer, et. al. 
(1966) who found delivery lags to be highly significant 
variables. In more recent work, Gregory (1971) found that a 
fifty percent increase in waiting time was equivalent to an 
eight percent increase in actual price. In the same vein, 
Gr«ene (1975) determined that a one month increase in a 
country's waiting time, when delivery terms in other countries 
remain unchanged, is equivalent to an increase in the ratio of 
quoted prices of up to five percent for most commodities.

As far as product quality and managerial Initiative are 
concerned, one is left to the suggestions made by the popular 
business press which claims that American businessmen are 
lacking in initiative and their products likewise lack a 
certain degree of quality. The extent to which these 
observations are true across industries Is an hypothesis that 
cannot be tested with existing data.
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Difference* in product quality are difficult to quantify 
and depend largely upon the buyers perceptions of differences. 
Managerial initiative can refer to Managerial attempts to find 
new markets for the firms products, to service those Markets or 
it can refer to the whole complex of Managerial decisions which 
affect the profitability and price competitiveness of the 
firm. One aspect of those decisions, labor Management 
relations was discussed earlier in this chapter, factors which 
iMpede Managerial attempts to capture new export Markets (e.g. 
size of firm) are discussed in the Section 1110(a) review of 
export promotion and export disincentives.

10. CONSTRUCTION AND CONSULTING ENGINEERING SERVICES 
AND U.S. TRADE COMPETITIVENESS IN CAPITAL GOODS

Traditionally, the United States has been a highly 
competitive exporter of capital goods. In 1979, the value of 
U.S exports of capital goods was $58 billion, exceeding the 
value of U.S. imports in this sane category by $33 billion. 
Capital goods accounted for one-third of all U.S. Merchandise 
exports in 1979. Furthermore, the bulk of the*e capital goods 
exports (80 percent) was machinery of various types, spanning 
the range from construction and industrial type machinery to 
scientific and business Machinery and equipment.li/

Regionally, the United States regularly records a surplus 
in Its bilateral trade balance for capital goods with all Major 
areas, except Japan. In 1976* the U.S. surplus with developing 
regions in capital goods ($16.6 billion) nearly equaled 
two-thirds of the overall U.S. surplus in capital goods. The 
comparable figure ($12.5 billion) for U.S. trade in capital 
goods with developed countries other than Japan was one-half 
the overall U.S. surplus in capital goods.

Many factors bear on the coMpetitiveness of U.S. producers 
in capital goods Markets, including sales price, tariffs and 
NTBs, terms of financing, quality control, delivery times, 
training of operatives, and after sale servicing. Another 
element which May play an important role in the export of 
capital goods is the activity of U.S. construction and 
consulting engineering firms in foreign Markets.

The activities of construction and consulting engineering 
firms abroad range from very small-scale undertakings to 
MultlMllllon dollar industrial and infrastructure projects. 
The exports of these firm* 1 services are concentrated in

12/See Section III-2 for More discussion of U.S. trade in 
capital goods.
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developing countries, primarily because of their demand for 
plant and equipment. In recent years, the Kiddle East has been 
a major foreign market for U.S. construction firms.

The export earnings of such firms result partly from the 
provision of services. In the case of major industrial 
complexes, the average proportion of total contract value 
accounted for by expenditures on capital equipment have been 
estimated to be at least €0 percent.

The importance of contractors and consulting engineers***/ 
in the international competition for capital goods stems fron 
their major role in developing contract «pecification for 
industrial plant and e^jipment purchases. In addition to 
design and engineering, consulting engineers are likely to 
influence other aspects of plant construction such as the 
provision of financing, technical know-how, patent rights, 
construction services (and, hence, the supply of construction 
equipment), the training of personnel, the commercialization of 
product, and most importantly, the selection of capital 
equipment suppliers.

In the packaging of a project for a major industrial 
complex, consulting engineering firms can oe expected to draw 
heavily on U.£. produced equipment. The consulting engineering 
services are provided both by independent firms and by those 
firms which are linked commercially or even fully Integrated 
with equipment supplying domestic firms. To the extent that 
consulting engineers' recommendations about where to purchase 
equipment reflect coanercial ties with producers in their home 
market, strong preference may be created in favor of domestic 
firms. More importantly, the fact that plant designers and 
contractors are likely to be more familiar with domestic 
equipment and more experienced in its application and use, 
could provide an edge for the selection of O.S. capital goods. 
As a result, consulting engineering firms in the United States, 
and several other countries active in this market, are believed 
to provide important support to the trade competitiveness of 
their home country capital goods sectors, contributing to the 
export of equipment, whose contract value usually exceeds the 
contract value of the export of design or construction services.

Statistical data on the contribution of construction and 
consulting engineering firms to the export of domestic 
equipment are sparse in all the major exporting countries. 
What is available may nevertheless be suggestive. An analysis 
of a sample of contracts for the export of major industrial 
plants by French consulting engineering firms was recently

!£/The term consulting engineers includes here architects and 
other design personnel in addition to engineers.
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conducted by France's Ministry of Trade.il/ One hundred and 
fifty billion francs (approximately $32 billion) worth of 
French contracts for the export of major industrial plant for 
the period 1974 to 1977 were reviewed by the Ministry.

The French study found that, on average, two-thirds of the 
value of these contracts were constituted by the purchases of 
plant and equipment, of which sone 85 to 90 percent was of 
French origin. This implied the export of nearly $19 billion 
of French equipment. Furthermore, the study found that the 
winning of 40 percent of these contracts was directly imputable 
to the foreign involvement of French firms In engineering 
contracts. These contracts won by engineering firms thus 
implicitly led to the export of an estimated $7-1/2 billion of 
plant and equipment. In another French stud/,12/ it was 
reported that the exports of plant and equipment had risen from 
8 percent of total French exports of capital equipment in 1971 
to 44 percent in 1977, contributing greatly to the rapid growth 
in overall French exports of capital goods. The consulting 
engineering sector was characterized in the study as the motor 
behind this expansion of French plant and equipment exports.

(
Similar data for other major exporting countries outside 

the United States are not readily available. No study 
comparable in detail to the French one discussed above was 
found to exist for U.S. exports of industrial plants and the 
impact of the foreign activities of the consulting engineering 
sector.

In the case of the United states, international 
transactions data for the construction and engineering 
industries are limited. According to industry estimates 
recently reported by the Department of Commerce, the 400 
largest U.S. construction contractors recently received 
anywhere from one-fifth to one-third of their business from 
overseas with the corresponding figure for consulting engineers 
placed at about one-sixth. Rough estimates based on industry 
data put the goods component of U.S. contracts at two-thirds of 
total contract value and the proportion of the goods component

il/Les Uslne Clefs en Main - Realite et Perspective pour la 
FrancTI Etudes oV'poTItiques industrielle No. 18. Minister* 
de l*Xndustrie, du Commerce et de l*Artisanat, Paris, 
France. (Translation: Turnkey Plants - Current Situation 
and Outlook for France, Studies in Industrial policy. No. 18, 
Ministry of Industry, Trade and Artisan Affairs.

i£/*ingenierie: Atout Kajeur de 1'Exportation Francaise,*
Mensuel de Commerce International, Ko. 326, December 25, 
1978.(Translation; Engineering: 'The Trump Card for French 
Exports').
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actually purchased in the United States at 44 percent of the 
value of contricts.il/ On the bails of these figures, it is 
possible to estimate that the $18.3 billion in foreign 
contracts won by U.S. construction fims In 1978 would give 
rise to $5.4 billion of goods exports from the U.S. in 1976. 
Comparable data for 1979 (using 1978 ratios of U.S. goods to 
total contract value) are $22.2 billion in foreign construction 
contracts and an estimated $6.5 billion is U.S. goods exports. 
Most of these merchandise exports presumably fall within the 
capital goods sector and would have represented over 11 percent 
of the total value of U.S. exports of capital goods in 1979.

The above estimates of the volume of U.S. capital goods 
exports supported by the construction and consulting 
engineering sector are based on an analysis of construction 
contracts only and do not include consulting engineering 
contracts. These estimates may well understate the total 
contribution to U.S. exports of plant and equipment. U.S. 
consulting engineers also work on projects abroad which employ 
foreign rather than U.S. contractors. Although construction 
contractors used for such projects may be foreign, U.S. 
designers and engineers are still likely to specify the use of 
U.S. equipment. Such equipment sales, depending solely on the 
activities of U.S. consulting engineering firms, would not be 
included in the above estimates.

It was the consensus of government, industry and trade 
association officials consulted that such engineering contracts 
for projects not employing U.S. contractors do, in fact, result 
in the export of substantial amounts of U.S. equipment, 
although at the present time, there is no information available 
about the magnitude of these additional sales of U.S. 
equlpnent. Furthermore, the specification of U.S. plant and 
equipment for use abroad is likely to lead to later purchases 
of U.S. equipment for repair and maintenance purposes.

A good deal of controversy has recently centered around the 
question of the international standing of U.S. construction 
firms. International competition for foreign contracts has 
intensified. Some industry data have been collected which 
purport to show large losses of foreign market shares for U.S. 
construction firms in recent years. An industry survey 
published In the International Construction Week Newsletter 
shows U.S. construction firm's foreign market share tailing 
from 16 percent in 1975 to 5 percent in 1979. As reported by 
the Engineering Mews Record, U,s. construction firms had a 
relatively good year in foreign sales in 1979. The value of

12/0thtr industry data reported in Engineering News Record 
make this U.S. component share ot 44 percent appear to be a 
low-side estimate.
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foreign contract awards reported by the 400 largest firms rose 
by 24 percent fro* its 1978 level , a rate of increase twice as 
fast as that for domestic contract awards. Given the 
importance of foreign contract awards in recent years, it will 
be important for U.S. contractors to maintain and regain, where 
possible, traditional U.S. shares of foreign construction 
contracts.

For consulting engineering firms, as opposed to 
contractors, the relative position of the United States appears 
stronger. A survey by Engineering Mewt Record concluded that 
the 49 U.S. firms among the 100 largest international design 
firms accounted for 42 percent of the group's tota?. 
professional fees.

Internationally, dynaaic U.S. construction and consulting 
engineering sectors, operating on a fair competitive footing 
with major competitors abroad, add important support to U.S. 
merchandise trade performance in the capital goods sector. 
Industry representatives argue, however, that U.S. 
disincentives (e.g., tax laws) and foreign government factices 
provide competitive advantages to foreign construction and 
consulting engineering firms as cocpared with U.S. firms. U.S. 
taxation of Americans working abroad is considered to be 
particularly burdensome and costly in maintaining U.S. 
employees abroad. These arguments are discussed extensively in 
the report on Section 1110(a).
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VI. Policies _to Improve the Competitiveness of O.s. yroducers

1. Objectives

In considering possible policy approaches to Improve the 
competitiveness of U.S. product* in world markets, tbtre is • 
basic assumption that the currant level of exports is less than 
desirable because of certain artificial or non-economic 
obstacles to O.S. trade (e.g., trade barriers, disincentives, 
lack of Information), which Impair the ability of U.S. 
producers to realise greater export levels.

The actual overall volute of U.S. exports could be raised 
for severtl reasons: (1) the accelerated rate of U.S. price 
inflation that originated in the aid-1960s has contributed to a 
reduction in incentives for long-term Investment in equipment 
and research and development that are required to maintain 
productivity growth and are, therefore, basic determinants of 
U.S. competitiveness in world markets; (2) restrictive foreign 
barriers (many of which were dealt with for the first time in 
the Tokyo Round) have limited U.S. exports; (3) important 
disincentives exist to U.S. exports; and (4) there is a lack of 
adequate information on the part of firms, especially smaller 
ones, concerning export opportunities. The report submitted 
under Section 1110(a) covers the policy topics relating to the 
problems (3) and (4) above. This section discusses the first 
two areas of concern and their general policy implicationc.

2. Domestic yolicy Considerations

2.1, >arastt)unt Priorities on Domestic problems and Inflation 
janjlInye;Sjajen t"

The analysis in this report showed that the increased 
international competition facing U.S. producers is mainly the 
result of changing world resource supplies and technological 
capabilities. Becauae of higher rates of growth in investment 
and expanded research activity in other countries, the United 
States experienced a relative decline in its trade performance 
even though the level of U.S. exports has increased 
substantially in recent years.

Research and development and investment in capital 
equipment and labor skills are key factors which affect the 
Icng-run competitive position of a country and they are also 
the major sources of productivity growth. To the extent the 
United States undertakes less real investment and devotes less 
resources to research and development than its major 
competitors, then the long run international competitiveness of 
U.S. industry will be reduced.
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Over time, larger capital expenditures overseas in newer 
facilities will enhance the competitiveness of foreign firms. 
Increased KtD will enable then to develop newer products and 
processes with which U.S. firms will have to compete. Although 
depreciation of the dollar could make U.S. products look more 
attractive in world Markets, this will reduce our real income 
at hone. Mot doing enough to lower costs and develop newer, 
higher quality products could lead to a long-run structural 
decline in the U.S. competitive position.

To prevent such a decline, the United States should do more 
to encourage investment and innovation. One factor which 
retards both investment and innovative activity is inflation.

The Administration has given first priority in its domestic 
economic policy to reducing inflation. To deal with the 
fundamental causes of domestic inflation Is to deal, at the 
s«ae time, with those aspects of the present structure and 
functioning of the domestic economy which have stimulated 
inflation and have required exchange rate changes to offset the 
tendency to weaken the competitive position of the United 
States economy in world markets. Kany of the policies designed 
to achieve modifications in the domestic economy necessary to 
counter inflation will simultaneously address problems that 
aloo have important implications for the international 
competitiveness of U.S. products (e.g., the increase in 
domestic energy supplies and the restoration of higher 
productivity growth). To these ends, among other things, the 
share of national output devotee! to capital formation will have 
to be increased. With a larger and more efficient capital 
stock, not only is the international competitiveness of U.S. 
producers likely to be improved, but so are the Nation's 
foreign-trade balance and the relative strength of the U.S. 
dollar in foreign.exchange markets.

A .strong trade performance contributes to healthy domestic 
economic performance, and an improved domestic economic 
performance strengthens the nation's external position. 
Stronger export performance, (assuming it reflects a shift in 
export orientation rather than a weakened dollar) tends to 
strengthen the dollar and raise productivity. With a 
strengthening dollar, import costs decline and there is 
downward pressure on the prices of domestically produced 
import-competing goods. Over time, stronger export 
performance, and the concommitant growth in imports, would tend 
to reallocate resources to sectors in which productivity is 
higher, away from lower-productivity sectors} thus, overall 
D.S. productivity would rise.

A substantial improvement in the export performance of the 
United States will normally, by the mechanisms operating 
through higher national income and, possibly, adjustment in 
exchange rates, lead to increased imports. This will result in
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Increased foreign competition for scat U.S. industries. 
However, effort* to protect the domestic industries would tend 
to weaken the competitive check on price-railing behavior, 
thereby Increasing domestic inflationary pressuresr further, 
market signals for resource reallocatlon would become distorted 
and attempts to Improve productivity may be hindered.

On the other hand, reduced domestic inflation itself 
contributes to improved international performance for, at 
least, three reasons. First, Interest rates and other costs of 
production would be reduced. Second, reduced inflation would 
induce a shift toward investment in plant and equipment that 
promotes productivity growth, and away from unproductive and 
speculative investments. Third, reduced inflation and d*i»p?!ied 
inflationary expectations facilitate lonq-r-term planning, 
which in turn encourages greater research and development 
efforts.

Higher rates of productivity growth in the U.S. would 
improve our trade performance. Improved productivity itself 
yields lower inflation for given increases in nominal wage 
levels, helping to reconcile the objectives of a stable dollar, 
strengthened export growth and higher domestic income. 
Moreover, higher productivity in the U.S. tends to be 
associated with more rapid innovation and the development of 
new products -— a traditional source of O.S. dynamic 
comparative advantage. Here, too, increased domestic capital 
formation, modernizing the capital stock and diffusing 
innovation, are key factors in restoring productivity growth.

To achieve a reduced rate of inflation, various policy 
tools must be used, including a limitation on the growth of 
federal expenditures. The need to control federal spending was 
incorporated in the Fresldent's 1911 budget proposals. Re 
indicated at that time that continued control of Federal 
spending would make possible tax reductions In the future that 
are consistent with the maintenance of an appropriate degree of 
fiscal restraint. Considering the importance and need for 
additional domestic investment incentives, the President 1 * 
Annual Economic Report stressed that the design of future tax 
reductions should give a high priority to measures which 
strengthen Investment.

2.2. Adlustment problems

It is imperative that our policies be directed toward 
enhancing the competitiveness and flexibility of U.S. industry 
so that we can respond to the challenge of foreign 
competition. Enhancing the competitiveness of export-oriented 
firms will increase the demand for higher skilled and more
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product!** workers. But we cannot overlook tht adjustment 
problems created by tht internationalixatlon of our economy*

In order to export tht nation has to Import. 1C policies 
were to bt adopted to encourage exports, the increased imports 
arising froa such policies Bay iapose additional adjustaent 
problems. Workers in aore traditional, iaport*competing 
industries art on average less skilled, less educated, lower 
paid, older, more likely to be female or members of Minority 
groups, and least occupationally mobile.!/

These characteristics contrast sharply with the 
characteristics of workers in export-oriented industrias who 
tend to be higher skilled and better educated. This iaplies 
that training and adjustaent prograas aay be necessary to 
facilitate the transfer of displaced workers Into the expanding 
sectors of the eccnoay. Up until now, the United States has 
relied largely upon private sector forces for adjustaent. This 
contrasts with soae foreign countries where training of workers 
li aore institutionalised In society and where aor* is done to 
auppleaent aarket forces la providing adjustaent services.

Idle workers or unemployed workers aean less output and 
less In COM for the nation as a whole. The United States needs 
to do aore to retrain and to help these workers to adapt their 
skills to new occupations. The alternative to a prograa which 
assists workers to adjust to international competition is 
higher uneaployaent and aore resistance to the structural 
changes in the econoay that are necessary if the United states 
is to aaintain and increase its competitiveness in world 
aarkets.

3. Trade Policies to Strengthen U.S. Competitiveness

3.1. full Implementation of Tokyo Bound Agreements

The Tokyo Round tariff and, particularly, nontariff barrier 
(NTB) agreements provide *n excellent beginning for attacking 
government trade intervention and restrictions.

The NTB agreements will assist In enlarging and maintaining 
foreign market access for U.S. exports. Particularly with 
respect to technologically advanced products, foreign 
governments in recent years have used public procurement, 
standards and subsidy policies to stimulate the development of

I/For an analysis of the characteristics of workers in trade 
sensitive industries, see Aho and Orr (1980).
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Alternatives to U.S. products. Agreements relating to these 
practices mark an important step in limiting their 
trade-distorting effects. Nevertheless, vigilance will be 
necessary to ensure that the principles agreed to in the NTB 
codes are strictly adhered to by signatory countries and that 
the mechanism of the General Agreements on Tariffs and Trade 
(GATT) is utilized effectively to resolve disputes in cases 
brought before it.

One of the Administration's goals, in reorganizing the 
trade activities of the Executive Branch, has been to 
strengthen this implementation effort. Trade policy 
coordination has been centralized in the Office of the United 
States Trade Representative which has also been expanded in 
size, and a permanent USTR office has been established ar.u 
staffed in Geneva to handle all United States GATT activities, 
including Tokyo Round agreement implementation.

In addition to implementation of the Tokyo Round 
agreements, there are efforts underway to expand the range of 
those agreements. These include:

()) increasing the number of developing countries that 
sign the Tokyo Round agreements;

(2) broadening the coverage of the government procurement 
code to include aore products of major export interest 
to the United States; and

(3) obtaining a code governing safeguard actions that will 
establi&h conditions for governnent actions that 
restrain imports.

The first of these is important because the markets of the more 
advanced of the developing countries with their rapid growth 
represent the greatest potential for U.S. export expansion; yet 
they maintain many policies that restrict trade. Multilateral 
negotiations on product coverage in the government procurement 
code will begin in 1983. In the Interim, the U.S. Government 
Is pursuing bilateral negotiations to further this goal, an 
example of which is the pressing of Japan to Include the Nippon 
Telephone and Telegraph (NTT) Company in the product coverage 
of the code. Finally, discussions of the safeguards code are 
underway; the recent European actions to restrain U.S. exports 
of chemical fibers reinforce the need for such a code as all 
other industrial and developing countries recognize its 
importance to the long-term durability and expansion of the 
international trading system.
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Important consideration also Must continue to be given to 
the trade-distorting effects of foreign Investment incentives 
and export petfornance requirements. The U.S. Government is 
giving high priority to the effort to negotiate rules of 
restraint on government intervention in the investment process 
and to develop a case Cor initiating countemeasures under 
existing international rules. The United States, therefore, 
has undertaken initiatives bilaterally and in multilateral fora 
to obtain agreement on rules to restrain governmental 
intervention in the international investment process. We have 
also begun to consider the possibility of t.-iking 
countermeasures under existing GATT rules.

3.2 Further Examination of U.S. Trade Interest^ and Trade 
policy Imp!ications

Extensive and detailed studies of the long-tern trends in 
the competitive position of individual U.S. industries should 
be undertaken. Such sectoral studies would attempt to identify 
the sectors which would benefit, in terms of increased exports, 
from trade agreements to further liberalize trade barriers. 
Further, these studies should identify the most important 
foreign barriers to export growth. Special attention should be 
paid to government barriers to trade in high-technology 
products. Following a comprehensive review, a new U.S. 
negotiating initiative could be considered on a bilateral or 
plurilateral basis to deal with the important post-Tokyo Round 
foreign trade obstacles. A number of areas that can be 
expected to benefit from further trade liberalizing initiatives 
include capital and high-technology items and various 
agricultural products.

In the future, more attention should be paid to sectoral 
approaches to negotiating trade barriers. Reciprocal 
agreements can be difficult to achieve when only one or two 
sectors are being negotiated; however, an important sectoral 
agreement was negotiated in the Tokyo Round which confirms that 
a sectoral approach can be useful and productive. Furthermore, 
because of the political and organizational difficulties of 
initiating future large-scale multilateral negotiating efforts 
such as the Tokyo and Kennedy Rounds, a new round nay not be 
undertaken for another ten years. Thus, efforts to deal with 
trade barriers on an individual or sectoral basis may be useful.
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4. A Fundamental -_Structur_al__Concern

Even if these policy initiatives can enhance U.S. export 
performance, there are some influences on the competitive 
position of the United States which lie outside the immediate 
realn of federal policy operating alone. One of these are&s is 
labor, management-government relations. Differences among 
nation* In the degree to which these parties cooperate with one 
another can have an effect on the international competitiveness 
of their firms and industries.

Close cooperation can contribute to productivity growth and 
can enhance the adaptability of the economy to changes in the 
economic environment. The United States should encourage joint 
efforts on the part of labor and management to improve 
productivity which in turn can have a direct effect on the 
competitiveness in world markets. Joint efforts could also 
help to smooth the process of adjustment to economic change.

A new initiative in this regard has been begun by the Steel 
Tripartite Advisory Committee which is concentrating labor, 
management and government efforts on a domestic progran of 
cosaunitv adjustment, productivity growth, and industrial 
modernization. The creation of the Automobile Industry 
Coxnittee as part of the president's economic program for that 
industry will address soae of the some issues. These programs 
may provide the experience necessary in order to assess the 
Applicability and adaptability of cooperative approaches for 
American industry.
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Annex

THE COMPETITIVENESS OP U.S. EXPORTS IN MOULD MARKETS: 
PRIVATE SECTOR V1EVS

The United States Trade Representative issued a notice in 
the Pederal Register on Apt 11 29, 1910, requesting private 
sector representatives to give their views on factors 
influencing the competitiveness of U.S. exports in world 
•arkets. Respondents wet* also encouraged to express thtir 
views on policies and programs that Bight improve the 
competitive position of U.S. exports.

In the responses received there- were four areas of concern 
regarding factors bearing on the competitiveness of U.S. 
industry:

1} The general health of the domestic economy;
2) Limitations on access of U.£. goods to foreign markets;
3) U.S. export disincentives! and,
4) U.S. assistance to exporters, including export credits, 

trade promotion, and other governmental incentives to export.

The Domestic_Economy

Domestic economic conditions were frequently cited as among 
the most important factors affecting U.S. export 
competitiveness. Comments by Lawrence Fox of the National 
Association of Manufacturers exemplified this common 
viewpoint. Pox contended that the high proportion of national 
income expended on private consumption in the U.S. economy has 
led to low savings and investment, to aging plant and 
equipment, and to reductions in industrial innovation, R4D, and 
the rate of productivity growth. In contrast« many of the U.S. 
foreign competitors have maintained relatively high levels of 
saving which have been invested in modern plant and equipment, 
embodying advanced technology and permitting rapid increases in 
productivity.

Such differences In inv:stment and productivity growth 
levels will tend to make it increasingly difficult for the 
United Statea to compete effectively with foreign industry In 
both the international and domestic markets. These 
differences, according to Fox, help to account for the large 
trade deficits experienced by the United States in the 1970s. 
Private s^.tor representatives. In general, expressed the view 
that the United States must adopt policies to encourage capital 
formation and increased productivity if the nation is to reduce 
inflation and improve its trade balance.
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Access to Foreign Markets

A second major concern of private vector respondents were 
limitations of U.S. firms' access to foreign market*. 1 ie 
types of impediments to foreign markets cited include 
restrictive foreign government procurement policies, 
restrictive standards procedures and requirements, and high 
tariffs. The recently concluded Tokyo Round trade agreements 
deal with many of these barriers to trades hence, many of the 
private-sector responses encouraged the strong enforcement of 
the new ttAde codes. Several writers favored additional 
negotiations to further strengthen the nontariff codes of the 
Tokyo Round. The national Electrical Manufacturers Association 
expressed particular interest in expanding the government 
procurement code to include electrical products.

Several writers also encouraged the Onited states to pursue 
bilateral trade agreements with developing countries, in order 
to promote a positive environment for investment in and trade 
with these countries.

Export Disincentives

Export disincentives were also cited as a major impediment 
to U.S. exports. Those mentioned most frequently were policies 
and regulations in the areas of antiboycott, foreign corrupt 
practices, antitrust, export licensing, environmental review, 
and human rights. Many of those submitting responses expressed 
concern about what they felt to be the general subordination of 
export interests to other policy objectives, and expressed the 
view that such export disincentives often fail to achieve the 
desired domestic, foreign, or national jecurity policy 
objectives. The writers noted that goods or services whose 
export from the United States is restricted can, in most cases, 
be supplied by foreign competitors; hence, the objectives for 
which exports are sometimes limited are often not achieved. In 
addition, many of respondents were concerned that the United 
States is becoming regarded as an unreliable supplier in 
international markets because of excessive use of export 
controls. Such a reputation could result in the United states 
losing many foreign contracts. The respondents contended that 
involved administrative procedures, export licensing delays, 
and even occasional license revocations encourage foreign 
buyers to make their purchases in countries where export 
controls pose less of * problem to transactions. The 
respondents also contended that such costly and time-consuming 
obstacle* discourage U.S. small business from entering the 
export market.
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Incentiyes tQ Ejtpor t

There was also general agreement among the writers that 
U.S. exporters are at a competitive disadvantage relative to 
foreign competitors in regard to export financing and tax 
incentives to promote exports. Many letters encourage the 
Onited States to authorize store funds for the Export-Import 
Bank, and to expand the Bank's authority for short-tern 
financing, small loans and political risk insurance to Batch 
the export programs available to foreign competitors. Many 
repll * also encouraged the United States to eliminate some of 
the loan restrictions which have been instituted by the 
Eximbank to achieve foreign policy* national security, or other 
policy objectives- These re/ ictions include labor-impact 
statements, environmental imj _'t statements, cargo preference 
requirements, lack of flexibility in loan rates and terms, and 
limitations on trade with certain countries.

As for taxrs, many writers stated that U.S. tax regulation? 
should be modified to promote exports or, at least, to avoid 
impairing the ability of U.S. firms to export. According to 
several writers the tax laws of Japan and many European 
countries provide extensive incentives to export, while the 
U.S. incentives are limited. The export tax incentives 
provided through the Domestic International Sales Corporation 
(DISC) were characterized by many writers as being less than 
fully effective. The Emergency Committee for American Trade 
has contended that 'reductions in the (DISC) program, complex 
procedures and, in particular, the persistent thrett of Its 
revision have hindered its use...'

Many letters also commented on U.S. practices for taxing 
the earned income of U.S. employees working abroad. Many felt 
that the U.S. practice puts U.S. firms at a competitive 
disadvantage since most countries do not tax foreign earned 
income. Because the tax is ultimately borne by the firm, it 
becomes relatively difficult for firms to maintain American 
representatives abroad, thus adversely affecting U.S. exports.

Other tax practices which were frequently criticized are 
the Internal Revenue Code section 861 rules. It was argued 
that these rules have the effect of imposing a tax penalty for 
U.S.-based JUD activity, and thereby encourage U.S. firms to 
conduct their JUD activities abroad. Many respondents 
recommended that the 861 rules be changed so as not to 
discourage domestic KtD activity.

finally, many letters encouraged the Congress and the 
Administration to clarify U.S. antitrust laws in regard to 
international business activities. They contended that the 
uncertainty of application of extraterritorial antitrust laws 
inhibits U.S. businessmen from entering International consorti» 
to bid on large foreign projects. Many replies also criticized
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the If ebb-Pome rene Act, which provides some antitrust exemptions 
for domestic firm* combined in an association for the export of 
goodi. The statutory vagueness of the Act, according to 
several writers, leads to its under-utilization, and, in 
addition, the Act does not apply to the export of services, 
finally, many letters recomnended the passage of legislation to 
provide for the establishment of trading companies, in order to 
provide srall and medium sited firms the opportunity to gain 
effective access to foreign markets.

-4-



A
PP

M
01

X
 

TA
BL

E 
A

-l

S
(J

 
IN

K
Jk

H
IC

 
tl

U
M

IT
A

I*
.

»
O

 
IM

M
X

.A
N

IC
 
M

M
N

IC
fl

 '
. 

li
rM

tN
l}

. 
U

l|
l>

f ̂
 

A
M

I 
IU

M
X

J
H

 
%

*t
t\

n
»

«
 

ti
ll

*
*
 

IM
M

fJ
k
M

ir
 
II
M

M
K

M
*.

»
H

 
V

A
U

II
tf

ll
V

f 
A

M
I 

A
W

K
I*

lt
r>

 
M

A
H

C
IM

.S
fta

i 
M

IN
T*

*!
 

*A
» 

*>
*»

 r
in

«i
| 

U
N

N
H

41
S

A
M

I 
IA

H
H

1N
4 

fl
lW

M
IS

. 
A

M
I

f*
iN

r»
.. 

VA
W

M
iu

iti
 *

M>
 •

IIA
M

D
A

M
I 

n
iA

M
A

d
ll
ll
C

A
t 

M
W

P
U

C
H

 
»9

« 
C

«
IH

I1
A

L
 
O

ll
t.

 
M

tt
ll
M

f 
A

W
 

IIA
V

O
IM

5<
.a 

ri
t*

tM
C

»v
 A

in
 c

ns
w

iit
.%

. 
ni

H
tR

ir
ir

c^
 A

ND
 o

im
v 

m
u

tt
 r

t[i
'A

»»
iiO

M
S

H
A

M
N

A
C

IIM
C

P
 

A
M

I 
P

T
tt

U
IK

IM
IC

tf
li 

n
.A

iii
c 

M
AU

VI
AL

*:.
 

vr
rj

N
ff

A
iin

 c
il
in

t'
r.

t 
AM

* 
A

v
ii

ii
ru

t.
»

«
* 

C
H

T
M

IC
A

L
 
M

tf
M

IA
l*

 
A

M
J 

tW
W

^
K

IS
. 

H
 
t 

S
•
 M

 
L

tA
M

M
*

•
 l
] 

tU
M

ft
A

ri
U

M
|%

 
IM

 
If

A
M

tf
U

 
M

 
O

f 
A

tt
lH

fl
U

 
M

 
•f

fl
K

J
l 
Il
ll
lf

O
 
i(

A
II
>

t*
, 

H
IS

• 
19

 
fU

M
 
*«

lt
tS

. 
IA

M
«I

II 
CM

 
IW

C
S

S
fO

 
(I

H
C

li
m

iN
R

 U
tt

U
)

•j
t 

tu
i[i

iiA
L%

 n
r 

m
m

.tm

•|M
r»

ov
to

* 
o«

 m
cf

M
S

U
H

M
fn

 w
no

o 
*K

> 
OI

HC
R 

vo
no

. 
W

O*
MC

O.
 N

.c
 5

. 
M

IS

4*
2 

M
U

C
U

S
 M

Ai
if 

Of
 r

-A
rrw

 r
vi

».
 o

r 
FA

PC
* 

M
 O

f
M

l 
lI

K
tl

L
t 

*A
»

N
 

A
M

I 
II

M
IA

II
•»

* 
ra

it
m

 r
M

tv
ic

i, 
M

IV
IM

 i
M

tt
 i

M
tiu

ot
M

n 
N

A
nn

v 
CM

I 
v
c
c
i*

i 
r*

it«
ifs

»
•.

»
 

tn
ii
ii
 r

 AR
M 

it
s.

 w
tv

rH
 I

M
OI

 
iw

Au
ni

M
n 

N*
H*

OV
 «

 v
ir

i»
t 

r*
n

ti
cs

).
 O

IH
<*

 H
UH

 C
OT

TM
 V

AM
IC

S
•M

 
lu

L
ir

. 
l*

rr
, 

(H
|tH

>|
iH

»v
t 

•|
w

io
*n

. 
IR

IM
D

M
I^

 A
M

I 
III

IM
N

 S
M

AI
I

•n
t 

H
M

H
 

U
P

 
A

R
tl

C
IC

l.
 

M
A

II
T

 
M

 
C

lt
ir

fl
T

 
O

f 
M

X
II
U

 
M

A
I(

»
l*

lt
, 

M
.C

.4
49

1 
fl

lK
W

 C
ft

V
C

H
IM

TA
. 

tA
r
tS

II
II

i.
 

ff
C

4
«

l 
11

M
F 

C
d

H
H

I 
A

M
I 

tA
M

IT
A

H
O

 
I«

ll
tO

|P
*l

 
*M

ir
M

|A
|}

. 
f
ir

ir
t
 

C
l 
*
«

 
**

*
M

7
 

rt
A

I 
rO

v
n

lM
fC

n
n

N
 M

II
W

IA
lt

 
A

IV
 •

tf
R

IC
II

W
T

 
C

O
M

S
IM

fC
tl

O
N

 H
k
tf

t|
*l

\
t«

1
 

H
IM

C
A

l 
M

M
ir

A
C

1
U

*»
\,
 

M
 f

 
f

••
» 

ci
A

itt
^ 

**
n 

P«
tc

io
»i

%
 A

MI
 »

H
l*

»f
C

lo
iis

 s
tn

H
is

. 
tn

oo
itt

iio
 o

»
»
»
l 

l>
ln

 
IM

tW
, 

J
M

tM
U

IM
M

 
\P

O
N

n
t 

IM
IN

. 
IR

O
N

 A
M

t 
il

ll
l 

rO
W

U
C

f.
 

A
M

I 
U

O
I 

A
I«

I 
rt

**
0

'A
ll

O
1

S
•*

i 
tio

vi
iv

 A
M

I 
or

t«
» 

r*
iM

A
»r

 i
tm

«n
 M

N
riu

ni
N

n 
nt

Ai
*-%

 r
y«

 I
IJ

*M
 *

NO
 p

ft
s
) 

01
 

l»
o*

* 
o«

 s
u

it
41

9 
IM

N
 *

NU
 s

u
n

 n
«t

t.
 m

m
s.

 A
H

M
I^

. 
w

w
ir

ti 
AM

I 
se

ct
io

n*
4

f«
 

U
N

IV
f*

\A
L

4
 

P
IA

1
IS

 A
N

ti 
V

«
I1

*.
 O

f 
IM

M
 O

» 
S

It
It

•T
ft

 
H

U
O

P 
A

M
t 

%
t»

|P
 O

f 
|M

M
 I

W
 
S

U
C

l
4T

4 
*A

|t
f 

AM
Jt

 •
A

U
W

A
V

 
IK

A
tK

 
rO

M
tl

H
U

T
ri

n
N

 «
M

r»
|*

L
 

O
f 

Ih
n

H
 M

«
f*

 
IM

N
 A

M
I 
fl

lt
l 

vi
»c

 m
cL

vn
iN

n 
VI

VL
 »

tn
i

• 
tl

 
TW

U
C

i 
P

IP
tV

A
W

t 
II
T

tl
M

lS
 O

f 
I M

M
 M

 
»

l|
tl

4
t»

 
I R

O
M

 A
M

D 
tI

C
C

t.
 

C
A

S
||

t*
«
 

A
W

 
fO

M
IH

U
t.

 
W

M
|p

. 
N

 I
HS

.
M

l 
*I

IV
t»

. 
P

t*
1

fM
N

 A
M

) 
O

H
M

* 
H

C
IA

lf
 O

T 
fl

«
•i

t



i*mm»mum'4*it'**i**'*l*'*****+*'*'****i'**irfr9 '»t»»»usj»jJWUU»'"****»*»»* — «•*•• — J*** |v_Mv—w*W»UM*«*l**MM«M<«<»»t*a«<«£w

?IS 5«

I

*

5S
|s
J*
Hi fe

5
ii
§
i5
r
•*
>
$
»* 
«» • 
»
§

— X — S"l
» »
i 1 8 5
O v*

5
:
£*
o
*

£
1»
»

5
rt
»

i
£•.
»
of 
m

* 
»f* 
9

i*-
|
i•»
M

I
f« 
*

>

5*«
3
i%• •*
£
**•
f

*k-

I
•> 
^i
V

s*•
i» »
*
«*

i* 
i

I<
n̂
M 
*•

»H>

c3

* * 
3-

96S



596

BIBLIOGRAPHY

Agarwal, Mohan, Hossein Askari, and Halter Corson (1975). "A 
Testing of the Ricardian Theory of Comparative Advantage." 
Economic Inquiry, 2ft (August-November), pp. 341-52.

Aho, C. Michael and Harry P. Bowen (1980). 'U.S. Comparative 
Advantage: A Review of The Theoretical and Enpirical 
Literature*. Submitted to the Economic Trade Policy 
Analysis Subcommittee of the Trade Policy Staff Committee 
as part of the report on U.S. Competitiveness submitted to 
the Congress.

and Joseph Pelzman (1980). 'Assessing the Changing 
Structure of World Trade: An Analysis and Comparison of 
Various Indicators of ComparatiTe Advantage and 
Competitiveness. Submitted to the Economic Trade Policy 
Analysis Subcommittee of the Trade Policy staff Committee 
as part of the report on U.S. Competitiveness submitted to 
the Congress.

Aho, C. Michael and Richard D. Carney (1979). 'Is the United 
States Losing its Comparative Advantage in Manufacturing?: 
An Empirical Analysis of the Structure of Manufacturing 
Trade 1964-1976." Office of Foreign Economic Research 
Discussion Paper Number 3, U.S. Department of Labor, June.

(1978). 'United States Export Performance in the Post
Devaluation Period: Continuation of a Secular Decline?' 
Export Policy, Part 2, Hearings before the U.S. Senate 
Subcommittee on International Finance, February 23, 
(Washington, D.C. USGPO, 1978) pp. 123-73.

Aho, C. Michael and A.B. Lipsky, Jr. (1973). 'Domestic Effects 
of U.S. Foreign Direct Investment.' Council on 
International Economic Policy mimeograph. Washington, D.C.

Aho, C. Michael and James Orr (1979). 'Demographic and
Occupational Characteristics of Workers in Trade-Sensitive 
Industries.* Office of Foreign Economic Research Discussion 
Paper Number 2, U.S. Department of Labor, December.

Aho, C. Michael and Howard Rosen (1980). 'Trends in Tecnology- 
Intensive Trade*. Submitted to the Economic Trade Policy 
Analysis Subcommittee of the Trade Policy Staff Committee 
as part of the report on U.S. Competitiveness.

Arad, R. W. and KilUan, A. L. (1979). 'Embargo Threat,
Learning and Departure from Comparative Advantage.' Journal 
of International Economies, 9 (May), pp. 265-75.

-1-



597

Arlington, Paul (1970). "Adjustment* of Trade Balances: Scat 
Experiments with a Model of Trade Among Many Countriti.* 
International Monetary Fund staff Papers, 17 (Nov), pp. 
488-526.

(1969). "The Geographic Pattern of Trade and the 
ifTects of Price Changei." International Monetary Fund 
Staff Papers, 16 (July), pp. 179-201.

. (1969). *A Theory of Demand for Products Distinguished 
By Place of Production." International Monetary Fund staff 
Papers, 16 (March), pp. 159-178.

Artus, J.R. and S.C. Sosa (1978). 'Relative price Effects on 
Export Performance: The Case of Nonelectrical Machinery.* 
International Monetary Fund Staff Papers, 25 (March), pp. 
25-47.

Balassa, Bela '1979). "The Changing Pattern of Comparative 
Advantage in Manufactured Goods.* Review of Economics a nd 
Statistics, 61 (May), pp. 259-66.

____ (1978). "Exports and Economic Growth.* Journal_gf_ 
Eevelopment Economics, 5, pp. 181-189.

____ (1977). 'Revealed Comparative Advantage Revisited: An 
Xnalysis of Relative Export shares of the Industrial 
Countries (1953-1970).* The Mjncherter._Sch_ool off Economic 
and Social Studies, No. 4, (December), pp. 327-44.

(1965). 'Trade Liberalisation and 'Revealed* 
fonparative Advantage.* The Manchester School of Economic 
and Social Studies, 33 (2), pp. 99-123.

__ (1977). "A 'Stages* Approach to Comparative Advantage." 
"florid Bank Staff Working paper Mo. 256, (May).

,____ (1977). "U.S. Export performance: A Trade Share
Analysis.* Working Papers in Economics No. 24, The Johns 
Hopkins University, (Hay).

Baldwin, Robert C. (1971). 'The Determinants of the Commodity 
Structure of U.S. Trade.": American Economic Review, 61 
(March), pp. 126-46.

____ (1979). 'Determinants of Trade and Foreign Investments 
further Evidence.' Review of Economics and statistics, €1 
(February), pp. 40-4"8~7

_____ (1978). 'International Resources Flows and Patterns of 
*——Trade and Development.' Indian Economic Review, 13 (April), 

pp. 1-22,

-2-

&7-S3S 0-80-39



598

(1975). Testing ttradt Theories: A Comment." 
'Ynternatlonal Trade and Finance: Frontiers of Research, P. 

B. Kenen editor, Hrw Torkt Cambridge University Press.

Banerji, Ranadev (1976). "Average size of Plants in 
Manufacturing and Capital Intensity." Journal of 
Development Economics, 5, pp. 155-166.

Baranson, Jack (1978). 'Technology Transfer! Effects on U.S. 
Competitiveness and Employment.' The Impact of 
Ii.ternatiejial Trade and Investaent on Employment, A 
Conference~ on thVDepart»ent of Labor R«§e*rch Remit*. 
Washington, D.C.I U.S. Department of Labor.

Ba«*vi, Giorgio (396B). "The Restrictive Effects of the U.S. 
Tariff and Its Welfare Value." Aaeriean Economic Review, 58, pp. 840-852. ——————————————————

Bayard, Tho»as and Ji» Orr (1980). 'Trade and Employment 
Effects of the Tariff Reductions* Agreed to in the KTN.' 
Office of Foreign Ecomonic Research, Economic Discussion 
Paper Mumber 1, U.S. Department of Labor.

Bayard, Thomas (1980). 'Trends in U.S. Trade: 19CO-1979." 
Submitted to the Economic Trade Policy Analysis 
Subcommittee of the Trade Policy Staff Committee as part of 
the report on U.S. Competitiveness submitted to the 
Congress.

Bechler, E. (1977). 'International Trade and Capital Movements- 
A Re-examination." HJtotsubashi Journal of Economics, 18 
(June), pp.25-30.

Behraman, Jack N. and Raymond r. Mikesell (1980). "The Impact 
of Foreign Direct Investment on U.S. Export Competitiveness 
in Third World Markets.' Significant Issues Series, Vol. 
II, No. 1, U.S. Export Competitiveness Project. Georgetown 
University, Washington, D.C.

Berner, Richard (1977). 'Estimating Consumer Import Demand
Equations." International Finance Discussion Paper No. 105, 
Federal Reserve System.

Bhagwatl, Jagdish N. (1964). 'The Pure Theory of International 
Trade: A Survey.' Economjc_J_ourn«1, 74 (March).

Boretsky, Michael (1975). 'Trends in U.S. Technology: A 
Political Economist's View." American Scientist, 63, 
(January-February).

-3-



599

BorkaVoti, Jitendralal (1»75). "Some Welfare Implications of 
the Keo-Technology Hypothesis of the pattern of 
International Trade.* Oxford Economic Papers, 27 
(Novenber), pp. 383-59" "— ——

Bowen, Harry P. (I980a). "Change* in the International Pattern 
of Factor Abundance and the Composition of Trade: A 
Multi-Country Analysis of Changing Cooperative Advantage in 
Manufactured Goods with Special Reference to the united 
States." Submitted to the Economic Trad* Policy Analysis 
Subcommittee of the Trade policy Staff Committee as part of 
the report on U.S. Competitiveness submitted to the 
Congress.

Boven, Barry P. (I980b). 'Resources, Technology and Dynamic 
Comparative Advantage: A Cross- Country Analysis of the 
Product Cycle Theory of International Trade." Unpublished 
Ph.D. dissertation, University of California, Los Angeles.

_______ and Joseph Pelxman (1980). "A Constant Market Share
Analysis of U.S. Export Growth." Submitted to the Economic 
and Trade Analysis Subcommittee of the Trade policy Staff 
Committee as part of the report on U.S. Coapetitiveness, 
July.

Boven, Marry P. (3978). "Some Evidence on the Structure of 
International specialitation.* Unpublished manuscript. 
University of California, Los Angeles.

____ (1977). "A Note on the Meaning and Use of Trade 
Intensity Indexes in International Trade.* Unpublished 
manuscript, University of California, Los Angeles.

Branson, W. (1971). "U.S. Comparative Advantage: Some Further 
Results." Blockings papers on Economic Activity, 2, pp. 
285-338.

__. "Trends in U.S. International Trade and 
Investment Since World War II." Paper delivered at the
Conference on Postwar Changes in the American Economy, 
National Bureau of Economic Research.

_ and H. B, Junt (1971). "Trends in U.S. Trade and 
"Comparative Advantage.* BrQOfcings_Papers on Economic 
Activity, 2, pp. 285-338.

__ and N. Monoyio« (1977). "Factor Inputs in U.S. Trade.' 
"Journal of International Economics, 7, (May), pp. 111-131,

Brinner, R. (1978). Technology, Labor, and Economic potential. 
Data Resources Inc. study 29. Lexington, Massachusetts.

-4-



600

Brusca, R. (1976). "U.S. Export Performance.' Federal Reserve 
Bank of Mew York Quarterly Review, 3 (4), pp. 49-5C.————~

Carlson, Jack and Hugh Graham (1980). "Tht Economic Importance 
of Export* to the United States.* Significant Issues 
Series, Vol. II* Mo 5, U.S. Ixport Competitiveness 
Project. Georgetown University, Washington, D.C.

Caves, R. E . and J. Xhalilyadeh-Shirazi (1976). 'International 
Trade and Industrial Organization: Some Statistical 
Evidence.' Harvard Economic Discussion Paper, No. 502 
(September).

Central Intelligence Agency (1978). 'The Role of the LDCs in 
the U.S. Balance o! Payments.'

Chung, Peter 5. (1975). *A Suggestive and an Alternative 
pattern of Foreign Trade: The Role of Research and 
Development Examined.' MarquetteBusiness Review, 19 (2), 
pp. 69-79.

Cline, William R., et al. (1978). Trade Negotiations in the 
Tokyo Roundj A Quantitative Assessment, WashTngtbn7"b7C7: 
The Brooking* Institute.

Cohen, S. D. (1978). 'The Causes and Consequences of the U.S. 
Trade Deficit in 1978.' Business Economics. 13 (Hay), pp. 52-56. —————————————

Das, S. P. and Lee, S. D. (1979). 'On the Theory of
International Trade with Capital Mobility.' International 
Economic Review, 20 (February), pp. 119*32.

Davis, Lester (1979). 'International Market Growth and U.S. 
Export Competitiveness.* U.S. Department of Commerce, 
Office of the Chief Economist, Industrial Economics Review, Vol. I (May). ——————————————————

Davis, Robert (1978). 'Trade Overlap and Intra-Znductry Trade: 
Comment.' Economic Inquiry, 16, pp. 470-473.

Deardorff, A. V. (1979). 'Weak Links in the Chain of
Comparative Advantage** Journal of InternationalEconomics, 
9 (May), pp. 197-209.

and R. Stern (1979). 'A Economic Analysis of the 
ETTects of the Tokyo Round and the U.S. and other Major 
Industrialized Countries.' MTN Study No. 5, Subcommittee 
on International Trade, Committee on Finance, United States 
Senate.

Deppler, Michael C. and Duncan M. Ripley (1978). *The World 
Trade Model: Merchandise Trade.' International Monetary 
Fund Staff Papers, 25 (March), pp. 147-206.

-5-



601

DC la Torre, et. al. (1977). •Corporate Adjuatments and Import 
Competition in the O.S. Apparel Industry.' Journal of 
International Business Studiei. 8 (1)* pp. 5-21.

Dornbuscn, R., S. Fischer, and ?. A. Samuelson, (1977).
•Comparative Advantage, Trade, and Payments in a Ricardian 
Model With a Continuum of Goods.* American Economic Review, «7 (December), pp. 823-39. ——————————————— 

Drabicki, J. 2., and A. Takayama (1979). *An Antinomy in the 
Theory of Comparative Advantage.* Journal of International 
Economics, 9 (Hay), pp. 211-23.

Dunning, J. H. and P. J. Buckley (1977). 'International
Production and Alternative Models of Trade.* The Manchester 
School of Economic and Social Studies, 45 (December), pp. 
392-403.

Emmanuel, Arghira (1978). *A Mote on 'Trade Pattern Reversals.'
Journal of International Economics, 8 (February), pp. 
143-46.

Ethier, W. (1979). 'Internationally Decreasing Costs and World 
Trade.* Journal of International Economics, 9 (February),PP. 1-24":—————————————

F«rguion, D. G. (1978). 'International Capital Mobility and 
Comparative Advantage: The Two-Country, Two-Factor Case.' 
Journal of International Economies, 8 (August), pp. 373-96.

Fetherston, M., Barry Moore, and John Rhodes (1977).
•Manufacturing Export shares and Cost Competitiveness of 
Advanced Industrial Countries.* Cambridge Economic policy 
Review, March.

Finger, J. M. (1975). *A Mew view of the Product Cycle Theory.* 
Weltwirtschaftliches Archiv, 111 (1), pp. 79-99.

(1975). pTrade Overlap and Intra-Industry Trade.' 
Economic Inquiry, 13 (December), pp. 581-89.

(1978). 'Trade Overlap and Intra-Industry Trade: Reply. 1 
Economic Inquiry, U (July), pp. 474-75.

Fortune, J.M. (197C). 'The Distribution of Labor Skills and the 
Commodity Composition of International Trade.* 
Weltwirtschaftliches Archiv, 112.3.

Fox, L. A. and S. Xatx (1978). 'Dollar Devaluation, Floating 
Exchange Rates and O.S. Exports.' Business Economics. 1978, 
13 (January), pp. 14-24.



602

Genrels, Franx (1971). "Trade Impediments, Domestic Good*, and 
the Transfer problem,' Weltwirtschaftllches Arehiv, 114 (3), pp, 461-9*. '——~———————————————

Gilpin, K. (1975). 'Technology, Economic Growth, and
International Competitiveness.' Report prepared for the 
Subcommittee on Economic Growth of the Joint Economic 
Committee. Washington, D.C.; U.S. Government printing 
Office, (July}.

Goldstein, B. and M.S. Xahn (1971). "The Supply and Demand for 
Exports: A Simultaneous Approach.* Review of Economic* and Statistics, 60 (May), pp. 275-306. —————————————————

Goo&un, 8. and R. Ceyhun, 'U.S. Export Performance in
Manufacturing Industries: An Empirical investigation.* 
Weltwlrtschaftliches Arehiv, (3, 1976).

Gray, H. Peter. (1973). 'Two-Way International Trade in 
Manufactures: A Theoretical Underpinning.' 
Weltwirtschafthiches Arehiv, 109, pp. 19-39.

Griliches, Zvi (1979). 'Issues in Assessing the Contribution of 
Research and Development to productivity Growth.* The Bell 
Journal of Economics, 10 (spring), pp. 259-270.

Grubel, Herbert G., and P. J. Lloyd. (1975). Intra-Industry
TradeLThe Theory and Measurement of^International Trade__in 
Differentiated Products. London; iasTnqstohe.

m

Gruber, H. H., D. M*hta, and R. Vernon (1967). 'The JUD Factor 
in International Trade and International Investment of the 
United States." Journal of Political Economy, 75, 
(February), pp. 20-37.

Gruber, W. H. and Raymond Vernon, 'The Technology Factor In a 
World Trade Matrix.* The Technology Factor in International 
Trade, R. Vernon, editor. Mew yorki Columbia.

Harkness, J. (1971). "Factor Abundance and Comparative
Advantage.* American Economic Review, 69 (December), pp.714-100. ——————————————————

and J. F. Xyle (1975). 'Factors Influencing United
States Comparative Advantage." Journal ofInternational 
Economics, 5, (May).

Batarl, Iharat R. (1975). 'Factor Market Distortions, Technical 
Progress, and Trade.* Oxford Economic Papers, 27 (1), pp. 47-60. ———————————————

•elleiner, G.K. (197C). 'Industry Characteristics and the 
Competitiveness of Manufactures From Less Developed 
Countries.' Weltwlrtschaftlichea Archiv, 112 (3).

-7-



603

Heller, peter S* (1976). "Factor Endowment Change and
Comparative Advantage: Tht Case of Japan, 195C-1969.' 
Keylev of Economics and Statistics. 58 (August).

Billman, A. L. And C. W. Bullard III (1971). "Energy, the 
Becksher-Ohlin Theorem, and O.S. International Trade.' 
American Economic Kevlev, 46 (March), pp. 96- 106.

Birsch, Seev (1975). 'The Product Cycle Model of International 
Tradct A Multi-Country Cross-Section Analyals.' Oxford 
Bulletin of Economics at.d statistics, 37 (Noveiiber), pp. 
305-17.

____ (1977). 'The Leontlef Paradox in a Multi-Counrty
Setting.* Weltvirtsehaftllches Archiv, 113 (3), p. 407-22.

(1967). Location of Industry and international 
coayetltiveness. oxtorflt The Ciarenaon Freas.

Holloaon, J. l«rb*rt (1971). 'A««rlea's Technological 
Dileiua.* Technology He view (July/August).

Hooper, P. (1976)* "Forecasting O.S. Export and laport prices 
and Volumes in a Changing world Economy." International 
Finance Discussion Papers No. 99. , Federal Heserve System, 
Washington, D.C.

__^__ (1978). "The Stability of Inco»e and Price Elasticities 
In~U.S. Trade, 1957-1977.* International Finance Papers So. 
119., Federal fteserve Bank, Washington, O.C.

____ and s.W. Xohlhagen (197»). "The Effects of Exchange 
——Ka€e Uncertainty on the Prices and Volune of International

Trade.' Journal of International Economics, 8 (November),
pp. 413-TTT

lorst, T* (1977). 'Income Taxation and Competitiveness.* 
Printed by National Planning Association COM ittee on 
Changing international Realities, (October).

Bouthakker, R. and S.P. Magee (1969). 'Income and Price 
Blasticlties in World Trade.' Hevlew of Economics and 
Statistics, (May).

Bufbauer, G. C. (1970). 'The Impact of National Characteristics 
and Technology on the Commodity Composition of Trade in 
Manufactured Goods.' The Technology Factor in International 
Trade, R. Vernon, editor* Nev Torkt Columbia!

____ and P.M. Adler (1968). Overseas Investments and the 
lalance of Payments. Washington, D.C.I u.s. pepartmcnt of 
Treasury.

-8-



604

Ikesa, H. (1978). "On the Factoi-Price Frontier in the Pure 
Theory of International Trade." Bitotsubashi Journal of 
Economics, 18 (February), pp. 62-75.

Itsusai, Yoshitaka and Chikashi Koriguchi (1978). "Terns of 
Trade and Full Capacity Grovth in a Resource-Importing 
Economy." Journal of International Economics, 8 (February),PP. 117-12T:—————————————

Johnson, Harry G. (1970). "The State of Theory in Relation to
the Empirical Analysis." The Technology Fac'or in
International Trade, R. Vernon, editor. New York: Columbia.

Jcnes, Ronald (19701. "The Role of Technology in the Theory of 
International Trade." The TechnologyFactor in 
jtnternattonai Trade, R. vernon, editor. New York: Columbia.

Junz, Helen and Rudolf R. Rhoaberg (1973). "Price 
Competitiveness in Export Trade Among Industrial 
Countries." American Econoaic Review 63 (May), pp. 412*418.

Katrak, H. (1973). "Huaan Skills- RID and Scale Economies in 
the Exports of the United States and the United Kingdon." 
Oxford Econoaic Papers, 25, (November), pp. 337-60.

Keesing, D. B. (1967). "The Impact of Research and Development 
on United States Trade." Journal of Political Econogy, 75 
(February).

(1966). 'Labor Skills and Comparative Advantage,"
Arerican Economic Review, 56, (Hay), pp. 249-56.

Kelly, R. (1976}. "Alternative Measures of Technology-Intensive 
Trade." Staff Economic Report ER-17, U.s Department of 
Cora«rce, (September).

____ (1977). "The Ixpact of Technological innovation on
International Trade patterns." Staff Economic Report ER-24, 
U.S. Department of CoRaerce, (December).

Keep, Murray C. and Edward Tower (1975). "Nontraded Goods, 
Factor Market Distortions, and the Gains fros Trade: 
Consent." American Econoaic Reviev, 65 (March), pp. 249-50.

Kemp, Hurray and K. Ohyaaa (1978). "On the Sharing of Trade 
'Gains by Resource-Poor and Resource-Rich Countries." 
Journal of International Econoaics, 8 (February), pp. 
93-116.

Kenen, Peter B. (1965). "Nature, Capital, and Trade," The 
Journal of Political Econoay, 73 (October).

-9-



605

___ (1970). "Skills. Huaan Capital, and Comparative
Advantage," Education, Income, and Hunan Capital, W. Lee 
Ransen, editorTlitu'dies in Income ana1 Wealth, vol. 35, 
National Bureau of Economic Research.

Kilpatrick, John A. and Robert R. Miller (1978). 'Determinants 
of the Commodity Composition of U.S. Trade: A Discriminant 
Analysis Approach." Journal of International Business 
Studies (Spring/SuBuaerTI

Klndleberger, Charles P.(1974). "An American Economic
Climacteric?" Challenge, 16, (January-February), pp. 35-45.

Klein, Roger W. (1973). "A Dynamic Theory of Comparative 
Advantage," American Economic Review. 63 (March),

Kojima, Kiyoshi (1964). 'The pattern of International Trade 
Among Advanced Coun'ires," Bttosubashi Journal^ of 
Economics, 5 (June). ""~~

(1970). "Structure of Comparative Advantage in 
Industrial Countries: A Verification of the 
Factor-Proportions Theorem." BitotsubasM Journal of 
Econoaics, 10 (June).

Kontos, S.E. (1974). "Export performance and Economic Dynamism: 
The Factor Analysis Approach." Staff Research Studies No. 
7, 'J.S. Tariff Commission.

Krauss, Kelvyn B, (1975). "International Factor Mobility and 
the Dual Economy." The Manchester School of Economic and 
Social Studies, 43 (December), pp. 362-71.

Kroner, Meryl L. (1980), "U.S. International Transactions in 
Royalties and Fees," Survey of Current Business, January, 
pp. 29-35.

Kuznets, S. (1967). "Quantitative Aspects of the Economic 
Growth of Nations: Level and Structure of Foreign Trade: 
Long-Terra Trends." Economic Development.._and_Cu_ltyr.al 
Change, 15 (January).

Larson, Dale (1980). "The Macroeconomics of U.S. International 
Competitiveness." Submitted to the Economic Trade Policy 
Analysis Subcommittee of the Trade Policy Staff Committee 
as part of the report on U.S. Competitiveness submitted to 
the Congress.

Lawrence, R.Z. (1978). "An Analysis of the 1977 U.S. Trade 
Deficit.* BrooHngs Papers on Economic Activity, 1, pp. 
159-86.

-10-



606

(1979). "Toward a Better Understanding of Trade 
Balance Trends: The Cost-Price Puzzle." Brookings Papers on 
Economic Activity.

_____ (1960). "U.S. Performance in International Trade,"
paper prepared for Conference on U.S. Conpetiveness held at 
Harvard University, April.

Learner, Edward E. (1974). "The Commodity Composition of 
International Trade in Manufacturers: An Empirical 
Analysis." Oxford Economic Papers, 25, (November), pp. 
350-74.

(1980). "The Leontief Paradox Reconsidered." Journal of
political Economy, 88, (June) pp. 495-503.

and Harry P. Bowen, "Cross-Section Tests of the 
Hecksher-Ohlin Theorem A Methodological Consent," American 
Economic Review, forthconing.

_____ and R. M. Stern (1970). Quantitative International 
Economics. Boston: Allyn and Bacon.

Lee, George (1980). 'Research and Development, Productivity and 
Export Competitiveness." Department of State miaeo.

Leontief, Hassily (1953). "Domestic Production and Foreign 
Trade: The American Capital position Re-examined." 
Proceedings of the America-* Philosophical Society, 97 
Tseptcftber).

__^_ (1956). "Factor Proportions and the Structure of 
American Trade: Further Theoretical and Empirical 
Analysis." Review of Economics and Statistics, 38 
(November).

Link, Albert (1978). "Rates of Induced Technology froa
Investments in Research and Development." Southern Economic 
Journal, 45, (October), pp. 370-379.

Lipsey, Robert E. (19631. Price and Ouantity Trends in the 
Foreign Trade of The URijed'StjJes. National Bureau ot 
Economic Research, Studies in International Economic 
Relations No. 2. Princeton, N.J.: Princeton Univerity Press.

Lowinger, T. C. (1977). "Hunan Capital and Technological 
Determinants of D.S. Industries' Revealed Comparative 
Advantage." Quarterly Review of Economics and Business 
(Winter), pp. 91-102.

____ (1971). "The Neo-Factor proportions Tlieory of
International Trade: An Empirical Investigation." Acer lean 
Economic Review, 61 (September).

-11-



607

___ (1975). "Technology Factor and the Export Performance 
of U.S. Manufacturing Industries." Economic Inguiry, 13, 
(June), pp. 221-36.

Kagee, S. (1975). "Price, Incomes, and Foreign Trade."
International Trade and Finance: Frontiers of Research, p. 
B.Kenen, editor.Uew Vorfc: Cambridge University Press.

Mandredini, H. (1979). 'International Trade: Towards a Dynamic 
Theory of Potential Comparative Advantage." Riyista 
Interngzionale de Sclenze Ecpnoaiche e CCTiaelcial17 26 
(January), pp. 64-72.

Mansfield, E. (1980). "The Competitiveness Position of U.S. 
Technology." Background paper prepared for Conference on 
U.S. Competivenees held at Harvard University, April.

____ (1977). "Return* Proa Industrial Innovation,
International Technology Transfer, and Overseas Research 
and Development." presented at the Symposium on the 
Relationship between RiD and the Returns froa Technological 
Innovators held by the National Science Foundation.

(I960). "Technology and Productivity In the United
States: Developments and Changes In the Postwar Period." 
Paper prepared for Conference on Postwar Changes in the 
American Economy, National Bureau of Economic Research.

____, A. Romeo, and s. Wagner (1979). "Foreign Trade and 
U. S. Research and Development." Review oj Economics and 
Statistics, 61 (February), pp. O^STT

McCulloch, R. (1978). "Research and Development as a
Determinant of U.S. International Competitiveness." Harvard 
Economic Research Discussion Paper 609, (March).

Mitchell, D.J. (1975). 'Recent Changes in the Labor Content of 
U.S. International Trade." Industrial and Labor Relations 
Review, April.

Mogee, Mary Ellen. (1980). Technology and Trade; Soae
Indicators of the S t a te^ojQJTST Indus t rial Innoya tion. 
Report to the subcommittee on Trade of the Committee on 
Ways. Government Printing Office, April.

Morrall, J. P., Ill, (1972). Huaan Capital, Technology, and the 
Role of the Pnlted States in International Trade. 
Gainesville: University of Florida Press.

Hullen, John (1975). "Export Promotion: Legal and Structural 
Limitations on a Broad United States Commitment" Lav and 
Policy in International Business, 7 (1), PP. 57-1457

-12-



608

National Science Foundation (1965). Basic Research, Applied 
Research and^?»velopaent in Industry; 1965. Survey of 
Science Resource Series, NSF 67-12. Washington, D.C.: National Science Foundation (Table 80).

National Science Foundation (1979). RtD Expenditures Bulletin.

__ (1974).Research and Developnent in Industry: 1973* 
Surveys of Science Resource Series, NSF 75-31&. Washington, 
D.C.: National Science Foundation.

__ (1978). Research and pevelppisent; in Industry; 1977. 
Surveys of Science Resource Series, NSF T9^3T3. Washington, 
D.C.: National Science Foundation.

(1977). ScJLence Indicators 1976. Washington, D.C.:
Government Printing Office.

(1979). Science Indicators 1978. Washington, D.C.: 
Government Printing Office.

Neuberger, E. and Lara, J. (1977). 'The Foreign Trade Practices 
of Centrally Planned Economies and Their Effects on U.S 
International Competitiveness.' National Planning 
Association Committee on Changing International Realities, 
October.

Okubo, Suniye. 'Competitiveness of U.S. Producers and
Technology Transfer." Submitted to the Economic Trade policy Analysis Si^comiaittee of the Trade Policy Staff 
Connittee as part o. the report on U.S. Competitiveness 
submitted to the Congress.

Organization for Economic Cooperation and Development (1979). The rnational Statistical Year 1977, United States volume. 
Paris: OECD.

Organization for Economic Cooperation and Development (1979). International Statistical Year 1977^ United States voluae. 
Paris: OECD.

Pagoulatos, E. and R. Sorensen (1976). "Domestic Market
Structure and International Trade: An "Empirical Analysis." 
Quarterly Review of Economics and Business, 16, (Spring!, 
pp. 45-59.

_____ 'Two-Way International Trade: An Econometric 
XnaTysls.* Weltwirtschaftliches Archly.

Parkary, J. (1978). 'International Trade Trends." Business 
Economics, 13 (January), pp. 58-60.

-13-



609

Parry, T.G. (1975). 'Trade and Hon-Trade Performance of U.S. 
Manufacturing Industry: 'Revealed* Comparative Advantage." 
Manchester School of Economic and Social Studies, 43 
(June), pp. 158-72. " ~~

Pelznan, Joseph (1980). "The Competitiveness of the U.S.
Textile Industry.* Prepared(with the assistance of Joseph 
Andrews) for the Bureau of Business end Economic Research, 
University of South Carolina.

____ (1977). 'Trade Creation and Trade Diversion in the
Council of Mutual Economic Assistance: 1954-1970." American 
EconomicL_B*view, 67 (4), pp. 713-722.

Prewo, W. (1978). 'Determinants of the Trade Pattern Aaong OECD 
Countries Fron 1958-1974." Jahrbucher fur Natlonalokenoaie 
und Statistik, 193 (August), pp. 341-5B.

Richardson, J. David (1973). 'Beyond (But Back To?) the 
Elasticity of Substitution In International Trade.* 
European Econonic Review 4, pp. 381-92.

(1971). "Constant Market Shares Analysis of Export 
Jrowth." Journal off International Economics, 1 (June! , pp* 
227-39.

__^ (1972). "On Improving the Estimate of the Export 
"Elasticity of Substitution." Canadian^ Journal of jteonooics. 
5 (August), pp. 349-357.

____ (1971). "Some Sensitivity Tests for a 'Constant 
Market Shares' Analysis of Export Growth." Review of 
Economics and Statistics, 53 (August), pp. 300-04.

Ritchie, G. (1978). "Technology ( Trade: Coaaent," Canadian 
Public Policy, 4 (3), pp. 373-78.

Rothschild, K.W. (1975). "Export Structure, Export Plexabllity 
and Competitiveness," Heltwtrtsehaftliches Archiv, 111 (2), 
pp. 222-42.

Rousslang, Don (1980). "The Benefits and Costs of Tax Deferral 
on Retained Earnings of Controlled Foreign Corporations.' 
Office of Foreign Econoaic Research Disscussion Paper 
Nuaber 5. Washington, D.C.

Sailors, J. W., R. H. Thonas. and S. Lucianai (1977). 'Sources 
of Comparative Advantage of the United States." Econoala 
Internationale, 30 (March), pp. 282-94.

Samuelson, P. A. (1964). "Theoretical Notes on Trade Problems.' 
Review of Economics and Statistics, 46, (May), pp. 45-154,

-14-



610

Sato, xazuo (1972). 'The Deaand Function for Industrial
Exports: A Cross7Country Analysis.* Review of Economics anu Statistics, 54 (4), p. 456-64. —————————————————

Schveinberger, Albert G. (1975). "Coaparatlve Advantage and 
Interaediate Products." Economici Record, 51 (134), pp. 191-202. ———————————

Serer, T. (1977). "An International Comparison of Deaand
Elasticities: Eapirical Analysis of Consumption Patterns.* 
HETU, (15), pp. 124-59.

Simon, W. (1976). "Multivariate Analysis of Industry 
Characteristics and Trade Perforaance in the United 
States." U.S. International Trade Co&aission, Staff 
Research Study No. 8, (October).

Suoaela, J.w. (1978). *The Meaning and Measureaent of
International Price Competitiveness." Bureau of Labor 
Statistics, U.S. Department of Labor.

Sousela, J. H. (1980). 'Coaparisons of United States, Geraan, 
and Japanese Export Price Indexes." U.S. Department of 
Labor, Bureau of Labor Statistics Bulletin 2046, 
(Febuary). Washington, D.C.: Governaent Printing Office.

Stern. R. K. (1976). "Capital-Skill Coapleaentarity and U.S. 
Trade in Manufactures," Quantitative^Studies of 
International Econooic Relations, H."cicijscrV editor. 
Amsterdan: North-Holland.

(1976). "Soae Evidence on the Factor Content of West 
SeTmany's Foreign Trade." Journal of Political Ecpnoay, 84, 
(February), pp. 131-41.

(1976). 'Testing Trade Theories,' International Trade 
'anof Finance: Fronttcrs of Research, P.^flT'Kenen, editor. 
New York,: Caabridge University Press.

__, C. F. Baua, and M. N. Greene (1979). "Evidence on
Structural Change in the Demand for Aggregate U.S. laports 
and Exports.* Journal off Political Econoay, 87 (1), pp. 179-192. ——————————

Stern, R.K. and Keith Kaskus (1980). "Deteminants of the 
Structure of U.S. Foreign Trade, 1958-1976." Seainar 
Discussion Paper No. 96, Depart&ent of Econoaics, 
University of Michigan (January).

Stobaugh, Robert B. (1977). "Competition Encountered by U.S. 
Coapanies That Manufacture Abroad.* Journal of 
International Business Studies, B (1). pp. 33-43.

-15-



611

(1971). 'The Neotechnology Account of International
Trade: The Gate of Petrochemicals." Journal of 
International Business Studies, Fall.

Tsplin, Grant B. (1975). "Prices, Income, and Foreign Trade: A 
Cocaent." International ̂Traje^ and Finance; Front iers of 
Research, p7 sT^Ken e^nedTtorT N e w Y6 r k : Casbrld^e 
University Press.

TerleckyJ, N. E. (1974). "Effects of Rio on the Productivity of 
Industries: An Explanatory Study." Report No. 140, National 
Planning Association, Washington, D.C. (December).

Teubalf Morris (1975). "Towards a Nontechnology Theory of 
Comparative Costs." Quarterly Journal^ of Eeonoaics, 89 
(August) ( pp. 414-31.

U.S. Department of Coaxerce (1978). "U.S. Trade Shares— •
Meaning, Behavior, and Implication! for Competitiveness." 
prepared for the Economic policy Croup by the Doaestlc and 
International Business Administration, Office of Econoaic 
Research.

U.S. Departcent of Labor (1978). "International Comparisons of 
U.S. Export Trends." Prepared for the Bureau of Labor 
Statistics by the Office of Prices and Living Conditions, 
Division of International prices, Koveaber.

U.S. Senate, Subcommittee on International Finance of the 
Cosaittee on Banking, Housing and Urban Affairs, Export 
policy. Parts 1-8, Hearings February-May 1978, (Washington, 
D.C.: Government Printing Office).

Vanek, Jaroslav (1968). "The Factor Proportions Theory: The 
N-Factor Case." Kyklos, 21 (4).

Vernon, Rayaond (1966). "International investment
International Trade in the Product Life Cycle." Quarterly 
Journal ̂ of Economies, 80 (May) .

Vernon, R., ed. (1970). The Technology Factor in International 
Trade. New York: Columbia univecaity press.

Volpe, John (1979). "Assessing U.S. Co&petitiveness in World 
Markets' Chaaber of Co&aerce of the United States.

Warne, R.D. (1973). "Factor Intensity and the Heckscher-Ohlin 
Theorea in a Three-Factor, Three-Good Model." Canadian 
Journal of Econoalcs and Political Science, 6 (August) ,

Wateis, J. (1979). "Developed Country leports of Manufacture* 
froD Less Developed Countries." Central Intelligence 
Agency.

-16-



612

Welter, L. A. (1968). "Changing Factor Requlresents of United 
States Foreign Trade." Review of Economics and Statistics, 
50 (August). "

Weisner, Jeroae (1976). 'Has the U.S. Lost its Initiative in 
Technological Innovation?" Technology Review, July/August.

Weiss, F. and F. Kolter (1975). "Manufacturing in the United 
States* Sweden and Gercany: An Assessment of Changes in 
Cosparatlve Advantage.* Weltvirtschaftllches Archly, 111 (2), pp. 282-307. ————————————————————

Hells, Louis T. (1969). "Test of a Product Cycle Model of 
International Trade: U.S. Exports of Consumer Durables.* 
Quarterly Journal of Economics, 88 (February).

_ _ t «d. (1972). The Product Life Cycle and International^ 
Tirade. Boston, Division oi Research, Graduate School b£ 
Business Administration, Harvard University.

Wilson, J. F. and K. E. Tacfcacs. "Differential Responses
to Price Exchange Rate Influences in the Foreign Trade of 
Selected Industrial Countries." International Finance 
Discussion Papers Ho. 104.

Wilson, Robert and Lamer, Robert (1979). International
Technolggical Coape11t1v ene s s t TelevIsjLgn ReceVvejT"and 
semtconductorsn>raft report to the DTvisIon of policy 
Research and Analysis, National Science Foundation. Boston: 
Charles Rivers Associates, Inc.

Wolter, F. (1977). "Factor Proportions, Technology, and West 
German Industry's International Trade Patterns." 
WeltvirtschaUlichcs Arehlv, 113 (2), pp. 250-67.

Yahr, M. (1968). "Huaan Capital and Factor Substitution in the 
CES Production Function." In P.B. Kenen and p. Lawrence 
(ed.). The Open Econoay. Columbia University Press: New 
York.

Yang, Tfung Y. (1978). "Estiaation of the Manufactured Export 
Supply Function Croa Developing Countries." 
Weltvirtschaftliches Archiv, 114 (3), pp. 515-25.

Yeats, Alexander J. (1978). "Monopoly Power, Barriers to 
Competition and the Pattern of price Differentials in 
International Trade" Journal of Develomtnt Economics, 5. 
p. 167-180.

____ (1979). "Recent Changes in Developing Country Exports. 1 
WeTtwlrtsehaftllches Archiv, 115 (1), pp. 149-65.

-17-

o


